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A COMPLETE BANKING SERVICE 


ITH a history covering a period of more than two centuries, 
Barclays Bank Limited offers to its customers, both at home 
and abroad, facilities that have been perfected as a result of long 


experience and careful study. 


The Foreign Branches in London and_ elsewhere are expressly 
organised and equipped to undertake those banking operations in 


which overseas customers are interested. 


BARCLAYS BANK 


LIMITED 
Head Office: 54, Lombard Street, London, E.C.3 
FOREIGN BRANCHES : 
LONDON : 
168, Fenchurch Street, E.C.3. 
1, Pall Mall East, S.W.1. 


BIRMINGHAM. LIVERPOOL. 
BRADFORD. MANCHESTER. 
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STRENGTH 


In the wartime balance sheet of a Building Society, the 
existence of strong liquid reserves is of great significance. 
Liquid cash reserves are to a financial institution very 
much what mobile reserves are to an army in the field. 
With the liquidity shown in the last balance sheet of the 
Woolwich Equitable Building Society, the exceptional 
strength of the Society’s financial position is easily to be 
seen. The cash balance at bankers exceeds £1,000,000, 

and there are £650,000 in Tax Reserve Certificates. 

Together these two items exceed 89% of the General 

Reserve Fund. When peace returns, the resources 
of the Woolwich Equitable will be immediately 
ready for service in the great task of 
restoring and expanding the housing 
facilities of the Nation. 
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SIR HAROLD SNAGGE, K.B.E. 


(A Director of Barclays Bank and Barclays Bank (Dominion, Colonial and Overseas) 
whose appomtment to the directorate of the Eastern Bank has heen announced). 
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HELPING THE 
BANKS MEET 
THEIR WARTIME 
PROBLEMS 


As war activities continue to expand as the demand 
for bank service increases and the personnel shortage 
becomes more pressing--it becomes more and more 
necessary for bank operating heads to find new ways 
to solve personnel problems ... new ways to con- 
serve the bank’s mechanical book-keeping and accounting 
equipment. 


Wherever these problems have already become acute, 
Burroughs is proving of great help. To-day’s experi- 
ences, together with Burroughs’ broad background 
of experience in helping bankers work out practical, 
time-saving, money-saving solutions to operating 
problems, may aid you too, in meeting wartime 
problems. 


Burroughs Technical Advisory Service —Burroughs 
Operator Training School Service and Burroughs 
Mechanical Service are nation-wide. They are 
available to you through your local Burroughs office 
or by writing 


BURROUGHS ADDING MACHINE LIMITED 
Chesham House, 136 Regent Street, London, W.1 


Burroughs 
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A Banker’s Diary 


Lorp Keynes made a useful point, in his maiden speech in the 
House of Lords, in disposing of one widespread misconception : 
namely, that the British currency proposals would 

— make the United States ‘“‘ the milch cow of the world 
in general and of this country in particular.”” As was 

stressed in our pages last month, the whole object of both plans is 
to fix rates of exchange consistent with equilibrium in each country’s 
current balance of payments. In principle, therefore, the dollar 
is as likely to be over-valued as under-valued for the purposes of the 
currency scheme (post-war relief and development lending being 
dealt with under separate plans). What the Clearing Union would 
ensure, of course, is that if the United States were at any time 
exporting (for current payment) greatly in excess of her imports, the 
necessary adjustments would be put into effect to secure equilibrium. 
Like the Chancellor of the Exc hequer a few days earlier, Lord Keynes 
argued that most critics had over-stated the differences between 
the British and American plans, which were “ born out of the same 
climate of opinion and with identical purpose.” The principal object 
of both plans, as he pointed out, is “ to provide that money earned 
by selling goods to one country can be spent on purchasing the 
products of any other country.”’ If pressed, however, Lord Keynes 
might be prepared to admit that the Keynes plan seems on the whole 
more likely to achieve this underlying object than the White Plan. 


A GREAT deal, of course, depends on where the line is drawn between 
fundamental and purely technical differences. Thus Sir Alfred Beit 
Stdicecaina OOe cued, in the House of Commons debate, that it is 
Differences > difficult to see how two plans so fundamentally 
different could have been represented as only slight 
variations on the same theme.”’ In his opinion, there are six funda- 
mental differences, of principle and not of detail. Two of these 
would seem to be fundamental from the political rather than the 
economic point of view: namely, that the British plan would reserve 
to each country the right to effect a limited devaluation without 
permission, and the different methods of determining quotas. Pro- 
vided that the quotas themselves are adequate, their chief im- 
portance, surely, is that under the American plan the allocation of 
quotas would determine \ ‘oting rights. Nobody is likely to accept 
the Chancellor’s contention that voting rights can be dismissed as a 
‘ secondary consideration.”’ 
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ANOTHER fundamental difference, in Sir Alfred Beit’s view, is the 
vast excess of the overdrafts allowed by the Clearing Union over the 
proposed contributions to the American Fund. This 
Quotas would seem to be a difference of degree, rather than of 
Pe ee principle. The Chancellor explained, in any case, that 
aggregate quotas would be misleading as a guide to the 
size of overdrafts actually envisaged, just as no bank ever expects 
all its customers simultaneously to utilize their overdraft lines to the 
full extent. Since this was obviously designed to reassure American 
opinion, it is unfortunate that the Chancellor himself greatly ex- 
aggerated the size of possible overdrafts by placing aggregate quotas 
at £25,000 millions sterling, when the unit should apparently be old 
gold dollars. A figure of $100,000 millions, if publicized in the United 
States, is calculated to kill the Keynes Plan once for ali in the eyes 
of the American public. 


Str Alfred argued further that the American scheme, unlike the 
Keynes plan, would give no direct encouragement to world trade. 
This is surely going too far. Though the resources of 

Is the the Stabilization Fund may be on the low side, any 

White Pian 

Deliationnes volume of contributions would stimulate trade, pro- 

vided that the Fund’s holdings of each currency are 
renewed as soon as the original contribution has been sold : provided, 
that is, that each country spends the proceeds of its exports on the 
purchase of imported goods. Failure to do so could occur just as 
well under the Clearing Union plan if surplus countries should hoard 
their bancor balances and restrict both imports and exports, sooner 
than run up an additional credit or carry out the obligations placed 
upon excessive creditor countries to effect adjustment. On the other 
hand, it is certainly difficult, as Sir Alfred pointed out, to see how 
the proposed rationing of scarce currencies could work. This is 
perhaps the most objectionable feature of the U.S. plan. 

The divergent attitude towards exchange control, on the other 
hand, can easily be over-stressed. After all, both plans envisage 
control of capital movements—necessarily so, since exchange parities 
would be flexible under either plan. And direct limitations on 
imports—that is, restrictions on current account—are surely en- 
visaged here only as a temporary expedient in the special circum- 
stances of the post-war years, when purchasing power will be ex- 
cessive at current price levels. Finally, the suggestion that the 
British plan could be linked with post-war relief, which Sir Alfred 
Beit picked out as another difference of principle, is hardly essential 
to the scheme. Separate plans for relief, for development lending 
and for commodity valorization, are envisaged in the British White 
Paper no less than in the American memorandum. 


© seen: 
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ONE extremely important difference, clearly, is the position of gold 
under the two plans. Under the British plan, as Sir Kingsley Wood 
pointed out, gold would be accepted unequivocally in 
The exchange for bancor, which in turn could be used 
Position F Cas 
of Gold. Without question for the purchase of any currency, 
including, of course, dollars. Hence, it is true that the 
Clearing Union would give gold producers a secure outlet for their 
gold. To say that in the absence of the Clearing Union they would 
have no such secure outlet, however, raises the whole question of 
American buying policy. Many people doubt America’s willingness 
to accept imports of goods, but few people can believe that America 
may refuse both goods and gold—which would mean letting the dollar 
soar to incredible heights. Such a belief, at any rate, is not consistent 
with the widespread fears of American competition in our export 
markets. The Clearing Union, however, would tie down America 
completely to continued purchases of gold, or the equivalent of such 
buying, since bancor could always be converted into dollars. Whether 
the United States can ever be expected to surrender freedom of 
action in this respect is more than doubtful, though her agreement to 
do so would be a very useful contribution towards reconstruction, 
removing one of the uncertainties which from time to time produced 
stampedes of “‘ hot money ”’ in the pre-war years. It is significant, 
in any event, that the Stabilization Fund would not be compelled to 
accept gold in exchange for unitas deposits, which presumably would 
have to be universally accepted by adherents to the plan. The 
Chancellor, in fact, slipped up a second time in saying that the 
unitas, unlike the bancor, would have two-way convertibility. Both 
bancor and unitas would have one-way convertibility, but in opposite 
directions. 


SOME points of interest were involved in the High Court decision 
in the recent case of ve Anglo-International Bank, Limited. The 
necessary special resolution had been passed for a 
, Enemy reduction in the capital of this institution, but Bennet, 
Shareholders y held when hearing the petition that the resolution 
and hag ; 8 _ en 
Meetings | Was invalid, as certain shareholders resident in enemy 
territory had not been served with notice of the 
meeting at which the special resolution was passed. This contention 
was founded on the wording of the bank’s Articles of Association, 
which required notice of meetings to be served by posting to the 
registered address of the shareholder. The bank’s answer was that 
it would have been an offence under the Trading with the Enemy 
Act, 1939, to have notified shareholders classed as enemies, and that 
“all the notice that the law allows ”’ had been given. 
As many companies with similar Articles of Association must, 
since the war, have held meetings without sending notice thereof 
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to members resident in enemy territory, the point is clearly of some 
importance. Happily, the bank’s appeal from the High Court 
decision has succeeded, though the Court of Appeal has not yet 
stated its reasons. It may, however, be pointed out that, although 
the Articles of some companies specifically limit the serving of notices 
of meetings to posting to addresses within the United Kingdom, 
some lawyers hold that this only makes explicit what was already 
implicit in the law. It was held, for example, in re Union Hill Silver 
Co., Lid. (22 L.T. 400) that notice of meetings need not be given to 
shareholders resident abroad. Secondly, it is settled law that an alien 
enemy cannot vote at meetings of companies of which he is a member. 
[Robson v. Premier Oil Co., Lid. (1915) 2 Ch. 124.] Granting for the 
purposes of argument that notice of the meeting should, on a literal 
interpretation of the Article of Association, have been given to the 
enemy shareholders, the latter could in no circumstances have been 
permitted to exercise their votes. It does, therefore, seem paradoxical 
that a meeting should have been held invalid because persons were 
not invited who could have had no voice in the meeting’s decision. 


As “ an additional handicap to those who may contemplate breaches 
of exchange control or other regulations,” it has been decided to 
suspend the issue of Bank of England notes in 
No More denominations of {10 and upwards. Those already 
aia in issue will be withdrawn as opportunity offers. In 
1938, the last year for which statistics are available, 
notes for denominations of more than £5 accounted for £112,700,000, 
or rather less than a quarter of an average circulation of £485,600,000. 
How important a handicap to tax evasion and other illicit operations 
the withdrawal of large notes will present it is difficult to estimate. 
Contrary to general expectations, the Scottish banks have decided 
not to come into line with the Bank of England’s action. There 
may be some force in the argument that the public in Scotland would 
suffer greater inconvenience from being deprived of large notes, 
owing to the closing of country branches. Rumours that the use of 
cheques might be made compulsory for business transactions 
naturally need not be taken seriously ; even in these days, to decree 
that legal tender shall not be legal tender might present some legal 
complications. 


DiscussING the figures of Cater, Brightwen and Co., Ltd., a year 
ago, we suggested that in future it would be necessary to think in 
terms of a “‘ Big Four ”’ in the discount market. This 

eee is now still more the case, for over the twelve months 
Expansion to April 30 last the total assets show a further ex- 
pansion of almost £10 millions, to £46,590,000. This 

is almost double the balance-sheet total of two years earlier (the 
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first to be published) and is within easy striking distance of the 
figures shown by Alexanders Discount at the end of 1942. It will 
be seen that the expansion in bills has been very much greater than 
in bonds. A commendable feature of the balance-sheet is that the 
securities held are actually enumerated. Since these include 2 per 
cent. Conversion Loan 1943/45 (in addition to National War 
Bonds 1945/47 and 1946/48) it is evident that the bills item is con- 
fined to bills in the strict sense of the term without the inclusion of 
short-dated stocks. It is satisfactory to note the further increase 
in rediscounts, which suggests some slight expansion in commercial 
paper. Since Cater, srightwen i is now so nearly on an equal footing 
with the three discount houses which are public companies, it would 
enhance the value of the figures published if the directors could see 
their way to change the balance-sheet date to December 31. 


(BALANCE SHEET AS AT APRIL 39) T1941 1942 1943 
Liabilities : £’000 £000 £’000 
Capital (fully paid) ss a oe as 630 1,000 1,050 
General Reserve a es ae i 200 250 250 
Loans, Deposits, etc. .. oe me i 23,218 35,444 45; - 
Assets : 
Cash ae , hia si Ma ee 595 610 650 
3ills, less re ‘bate aia a a 16,053 25,304 32,983 
British Government Securities (at cost, less 
reserves) , de ie 7307 10,422 12,372 
Advances and Sundry Ac counts ny cs 93 358 584 


24, 048 36, aos 46,590 


Contingent hability in respect of bills rediscounted, excluding Treasury and 
Corporation bills: 1941, £1,202,455; 1942, £3,686,332; 1943, £4,472,930. 


To meet this country’s needs for the first half of 1943, Canada and 
the United States have agreed to supply 5,000,000 ounces of silver 
Lend-Lease on Lend-Lease terms. Of thie. the United States 
Silver share will be 3,075,000 ounces, instead of 3,250,000 
ounces as originally announced. In his statement to the Senate 
Silver Committee, the Lend-Lease Administrator disclosed that this 
country would otherwise have faced an acute shortage of silver for 
coinage and industries purposes, since Indian supplies of the metal 
had “dried up”’ and our existing stocks would be completely 
exhausted by the end of May. In effect, therefore, the Lend-Lease 
shipment would seem to cover our needs for the month of June alone. 
Mr. Stettinius also stated that the U.S. Treasury has over 500 million 
ounces of “ free’”’ silver stored at West Point and elsewhere, even 
after the Defence Plant Corporation has withdrawn 700 million 
ounces for non-consumptive use within the United States and 
apart from the 1,000 million ounces or more immobilized as “‘ back- 
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ing ’’ for silver certificates. In the light of these figures, there is a 
slightly ironical note about Mr. Stettinius’ assurance to the Com- 
mittee that the shipment of 3 million ounces to this country will 
‘cause no strain on the national resources ’’ of the United States. 


In reply to a question, the Financial Secretary to the Treasury has 
announced that net receipts from cheque stamps in the last three 
Fewer financial years were as shown in the table below. With 
Cheques the aid of figures given last October, it is possible to 
Stamped divide the receipts for 1941/2 and 1942/3 into half- 


yearly periods : Stamp duty Number of 
receipts cheques stamped 
ry 000 
1940/41 aT = - sri 3,241,833 389,020 
1941/42 . - . . 4,192,795 593,135 
1942/43 ie <a os er 3,335,000* 400,200 


Six months to: 


September 30, 1941... ai 2,072,777 248,733 
March 31, 1942 .. at ib 2,120,018 254,402 
September 30, 1942 7 T,798,000* 215,760 
March 31, 1943 .. Kid oi T,537,000* 184,440 


* Approx. 

Assuming that any losses of stamped cheques during the “ Blitz 
period had been made good by March, 1942, and that stocks have 
since been kept reasonably stable, the appreciable decline in the 
number of cheques stamped during the past half-year is of interest. 
It would suggest that the current rate of cheque drawings is actually 
lower than in 1940/41, notwithstanding the increase in the cheque 
clearing totals: in other words, that the size of the average cheque 
is increasing. This would, of course, be consistent with the sub- 
stitution of cash payment for many small transactions formerly 
settled by cheque. 

CLEARING bank deposits, as will be seen from the table below, 
showed little apparent change in April at £3,545.1 millions. Since 
cheques in course of collection were sharply lower, 
yy however, there was an expansion in effective deposits 
Holdings of at least {19 millions, and, to judge from the ex- 
; perience of the only two banks that show items in 

transit as a separate entry, probably of about £30 millions : 

CLEARING BANK FIGURES 


April, Change en: 
1g43 Month Year 
fm. im. fm. 
Deposits st iid Sal 3,545.1 + 63.2 |- 463.6 
Cash .. ih er re 374-9 1.6 \- 56.X 
Call Money... = - 142.3 + 3.0 6.3 
Discounts win wis re 128.4 - 44.1 - 129.7 
Tw. ni 7 ae 963.5 L 80.0 | 514.0 
Investments .. a3 us 1,136.8 + 4.4 |- 88.4 
Advances oa a “a 750.4 < 26.2 - 64.8 
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On the assets side, several familiar trends were vigorously represented. 
The principal movement was a jump of £80 millions in T.D.R. 
holdings to the new record level of {963.5 millions, at which they 
provide the counterpart for over 27 per cent. of the banks’ deposits. 
Deposit receipts have, of course, occupied the position of the second 
largest banking asset since November last, when they first overtook 
advances. At their April level, T.D.R. holdings were only £173 
millions below investments ; and since the T.D.R. item showed an 
expansion of no less than £446 millions between April and February 
last year, it is obvious that they bid fair to become the largest of all 
banking assets well before the end of the current year. 


To assume that further credit expansion will take place almost 
entirely against T.D.R. borrowing, however, raises once again the 
whole question of banking policy in relation to the 


T.D.R. liquidity structure of assets. During April, for example, 
aaa the expansion in Treasury deposits would have been 
Bills very much less but for the offsetting decline of £44 


millions in discounts to the exceptionally low level of 
£128 millions (with the exception of February, 1942, the lowest 
level reached for well over a decade). Before the change-over to 
T.D.R. borrowing, discounts touched a peak level in August, 1940, 
of over £430 millions, the tender issue then being £836 millions. 
Meanwhile, the tender issue has risen for the first time above the 
{1,000 million mark, but the rates of clearing bank bills has 
fallen from more than one-half to little more than one-eighth, 
while indirect holdings of bills through money market loans have, 
if anything, also fallen slightly. With the recent raising of the 
weekly offer to {90 millions, clearing bank bill portfolios may be 
expected to show some recovery in the coming months. Any major 
reversion from Treasury deposit borrowing back to Treasury bill 
finance would, however, necessitate a further sharp rise in the weekly 
offer, which may be already on the high side in relation to the existing 
capitalization of the discount market. All things considered, there- 
fore, the expansion in T.D.R. holdings is unlikely to be held in check 
to any important extent by the substitution of Treasury bills. 


THE other factor which might prevent a further increase in T.D.R. 

holdings would be a large-scale conversion of deposit receipts into 

longer-term Government securities. This, too, seems 

Investments ynlikely. In the twelve months to April, bank in- 
Nearing ais Are be. 

Peak > Vestments rose by no more than £88 millions, compared 

with an expansion of as much as £228 millions in the 

preceding twelve months and of £202 millions in the twelve months 

to April, 1941. Over the past year, indeed, the ratio of investments 
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to deposits has actually declined slightly, from 34.0 per cent. to 
32.1 per cent. This is shown in the following table, which brings 
out the sweeping changes in the assets structure since the beginning 
of the war : 

BANKING RATIOS 


August April, April, April, April, 
1939 1940 1941 1942 1943 
oO oO oO /O % 

Cash ay ‘i 10.4 10.8 10.5 10.3 10.6 
Call Money wa 6.6 6.5 4.9 4.4 4.0 
Discounts ‘a 12.4 *- 4 6.6 8.4 3.6 
che ae ue 16.3 14.6 a 
Investments i 26.7 26. 3 29.0 34.0 92.1 
Advances ne 43-9 42.2 31.2 26.6 21.4 


The slowing down of the expansion in investments would occasion 
little comment if advances were on the upgrade. In reality, the 
downward trend in advances continues, so that the combined ratio 
to deposits of the two main earning assets has now fallen to 53.4 per 
cent., against over 60 per cent. a year ago and over 70 per cent. at 
the outbreak of war. 


SoME explanation is needed for this accentuation of what was already 
an abnormal liquidity in the assets structure. One possibility would 
be that the banks are reluctant to make any further 
Investments addition to their security holdings on account of the 
‘tana increasing disproportion between the latter and the 
banks’ capital and reserves. Since the war began, the 
paid-up capital of the clearing banks has remained unchanged at 
£78.2 millions, while only £2.1 ‘millions has been added to published 
reserves, raising these to {62.7 millions. In August, 1939, investment 
holdings were already more than four times as much as the banks’ 
published resources. In the meantime, the ratio of capital and 
reserves to investment holdings has been nearly halved, from 23.2 
per cent. to 12.4 per cent. 


AN alternative and more likely explanation for the slowing down 
in security purchases (still assuming that the banks have not yet 
become liable for E.P.T.) is simply that the banks 
want the more liquid assets as a hedge against any 
sweeping increase in the demand for bank accom- 
modation after the war. In such an event, advances could be sub- 
stituted for Treasury bills or deposit receipts simply by the funding 
of the latter, which would obviously be a much smoother process 
than any attempt at realization of investments in the market. Such 
a funding of floating debt ne = not be deflationary in the circum- 
stances normally envisaged ior the post-war years. Provided that 
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effective controls are maintained over consumption and investment, 
and that the national income is maintained at a high level (both 
of which assumptions can be made with some confidence), a large 
volume of savings would automatically be generated. With the 
cessation of deficit finance on the present huge scale, and therefore 
no further need for massive credit expansion, the authorities should 
be able to divert a large proportion of these savings into long-term 
securities and so drain off some of the cash holdings of the public, 
without any appreciable rise in interest rates. 





The Adequacy of Saving 


INCE rationing and price control now cover virtually the whole 

field of essential spending, the volume of saving can be taken 

as given, almost independently of the efforts of the Savings 
movement. No doubt, the Savings appeals can hope to bring some 
curtailment of spending at the luxury fringe. The ‘‘ Squander Bug ”’ 
advertisements may divert to the Exchequer as saving some 
funds which would otherwise have reached it in the form of indirect 
taxation on drink and tobacco, the change of route advantaging 
both the individual and the war effort. But for the most part 
savings are now generated automatically. The chief task of the 
Savings movement, then, is no longer to keep down spending (since 
this is being done by methods more direct and more efficacious than 
exhortation), but to ensure that accumulating savings are invested 
in Government securities instead of being retained, precariously, in 
liquid form. How is the campaign succeeding from this point of 
view ? In some quarters it seems to be taken for granted that it 
has failed completely. Every rise in bank deposits is received with 
a shaking of heads, every increase in the note circulation is the signal 
for alarm and lamentation. Yet it is surely evident that the demand 
for liquid assets cannot be expected to remain constant unless the 
entire cost of the war were being met from taxation. If any part 
of that cost is borrowed, then there will be consequential changes 
in incomes and assets that may give rise to perfectly legitimate 
demands for increased holdings of notes and deposits—all this over 
and above such influences as uncertainty, shifts of population, the 
substitution of cash payment for transactions normally settled by 
cheque, or the redistribution of national income in favour of wage- 
earners who do not possess a bank account. 

In itself, then, a mere increase in bank credit or in the fiduciary 
issue is no evidence of failure on the part of the Savings Movement. 
The question is not whether the public is holding more liquid funds 
but whether it is holding more liquid funds than is reasonable having 
regard to all the circumstances. At first sight, it is true, the results 
do not look encouraging. According to the Budget White Paper, 
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‘small ’’ savings in 1942 were actually slightly lower on the year, 
at £599 millions, notwithstanding a rise of £765 millions in national 
income and of £187 millions in personal savings ; whereas the fiduciary 
issue had to be increased by £170 millions, while Treasury deposit 
receipts rose by £155 millions and Treasury bills, held outside 
Government departments, by £151 millions. Even so, it is not self- 
evident, when the expansion in notes and deposits is placed 
reasonable perspective, that the public has been indulging in an 
orgy of liquidity. 

Deposits are normally held to meet commitments, whether known 
or unforeseen, which vary with the level of the depositor’s income ; 
and the simplest assumption about the demand for bank deposits 
is that the public will hold in this form some fixed proportion of its 
current income. Fortunately, this simple assumption is borne out 
to a remarkable extent in practice. Professor Pigou has pointed out* 
that for some time “ the money income of this country has stood at 
about twice the amount of the money stock.’’ In other words, the 
average level of bank deposits in any twelve-monthly period tends 
to be equal to half the national income for that period. The ratio 
is, of course, not absolutely fixed, and indeed is not sufficiently 
rigid to permit the monthly cle aring bank figures to be used as an 
index of current income. But it is suffic iently stable to suggest very 
considerable fixity of habits on the part of the public, especially 
when the many imperfections of the statistics and the various minor 
factors that might influence the proportion are taken into account. 

In the period 1931 to 1938 the ratio varied, as will be seen from 
Table I, only between 50.8 per cent. and 55.0 per cent., using Pro- 
fessor Bowley’s figures of national income. In wartime, surely, it 
would not be surprising to find that this proportion had risen 
Apart from factors such as the shift in population and the increase 
in the number of wage-earners, the mere increase in savings in the 
aggregate would suggest the probability of an increase in savings 
held in liquid form. Yet in fact one finds that the proportion, as the 
table shows, has fallen sharply from 50.7 per cent. in 1938 to an 
average of 44.4 per cent. for the three years 1940/42. Even more 
surprisingly, having regard to the sharp increase in wages and such 
factors as the suspension of credit accounts by retailers, the ratio 
of notes to income similarly fell sharply in 1940 and 1941, only 
recovering in 1942 to slightly more than the 1938 level. 

By this simple test, at all events, the public does not seem to 
have been retaining an unduly large proportion of its savings in liquid 
form. [It may rightly be objected, however, that the appropriate 
level for bank deposits does not depend merely on the trend of income. 
However stable the relationship may be in peacetime, it will 





*Sce “ Bank Deposits and National Income,’ THE BANKER, February, 1942. 
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TABLE I 





Deposits as % of Notes as % of 
National Income Income Income 
——, _ ———— 
White Bank White* Note White* 
Bowley Paper Depositst Bowley Paper holdingst Bowley Paper 
£m. fm. fm. % % £m. % % 
1931 3,450 -- 1,760 51.0 (49-3) 355 10.29 (9.98) 
1932 3,325 1,791 53-9 (52.1) 359 10.79 = (Io. ”7) 
1933 3,550 1,953 55-0 (53.2) 371 10.46 (10.15) 
1934 3,700 1,880 50.8 (49.2) 379 10.25 (9.94) 
1935 3,900 1,999 51.2 (49-5) 395 10.13 (9. 33) 
1936 4,150 . 2,216 53-4 (51.7) 431 10.38 (10.07) 
1037. 4,350 2,287 52.6 (50.9) 480 II.04 (10.71) 
1938 86s 4, 350 4,490 2279 52.4 5° BS 486 $5.37 10. $3 
1939 — - 2,248 — — 507 - — 
1940 -- 5,726 2,506 - 43.8 575 : 10.04 
1941 -~ 6,619 2,970 - 44.9 65 - 9.85 
1942 “—- 7,384 3,275 - 44.4 808 : 10.94 


* Figures in brackets assume national income on White Paper basis would 
ar same relationship to Bowley figures as for 1938. + Average for year. 
iene be affected by the sweeping changes in the distribution— 
and disposition—of income brought about by the war. In particular, 
a very much smaller proportion of income can now be devoted to 
spending than in former times. Should not this mean that a smaller 
command over goods need be held in the form of bank deposits ? 
It is undoubtedly true that the ratio of income devoted to con- 
sumption enters into the question ; but it is difficult to decide what 
allowance should be made for this factor. Though part of the 
demand for bank credit is related to the level of consumption, part is 
certainly related to the level of total income: for example, cash 
may be held as a provision for future tax payments, as well as against 
future spending. On the other hand, the system of tax deduction 
at source obviates the need for cash to meet tax liabilities and to 
this extent tends to relate the required level of deposits to con- 
sumption rather than to total income. The most that can be done 
is to consider the trend of deposits in relation to all these other 
variables (namely, total income, spendable income and _ actual 
spending) and to judge empirically whether the —— of deposits 
is excessive having regard to all the circumstances. The data needed 


for such a judgment are set out in the following t talile 
INCOME AND DEPOSITS 


(As °, of 1938 Personal Incomes) 

1938 1940 1941 1942 
Personal incomes 7 is ss 100.0 120.7 133.3 147.8 
Spendable income (i.e. after direct taxes) 89.4 105.3 IEz.o 122.1 
Savings .. Be ~ ea as 2.9 13.5 rS.1 19.1 

Personal expenditure on consumption 
(at market prices) .. no is 86.5 gI.9 g0.7 102.9 
Bank deposits . me 48.8 53-7 63.7 70.2 
Net personal de posits | (as at June) - 52.2 14.2 15.1 
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3etween 1938 and 1942, it will be seen, personal incomes (before tax) 
rose by 47.8 per cent., spendable income by 36.6 per cent., actual 
expenditure on consumption (at market — s) by 19.0 per cent. 
and bank deposits by 44.0 per cent. On this basis, it will be seen, 
the rise in deposits, though less than proportionate to the rise in 
income, was somewhat greater than the rise in net income and 
altogether out of proportion to the rise in actual spending. 

These, however, are personal incomes; and the appropriate 
comparison is not with the trend of deposits as a whole, but with the 
trend of deposits held by individuals. The proportion of bank 
deposits owned by individual depositors in 1938 is, unfortunately, 
not known. But this information has been made available for the 
later years by the results of the census of bank deposits published 
in this year’s White Paper. This gives a very different “engoeige 
Between 1940 and 1942, personal incomes before tax rose by 22.5 
per cent., spendable income by 15.9 per cent., consumption ex- 
pe nditure by 12.0 per cent. and deposits by only 14.4 per cent. 
In other words, the increase in deposits appears more than moderate, 
having regard to the facts that many income earners are not covered 
by the system of tax deduction at source and have no incentive to 
hold tax certificates instead of bank balances. 

To put the same figures in another way, it can be said that the 
community as a whole is in the position of a man who in 1940 had 
an income of £1,000, of which £127 was taken in direct taxes and 
{112 saved, leaving {761 to be spent, and who had a credit balance 
on his bank account. of f110. In 1942, his income had risen to 
£1,226, of which {214 was taken in taxes and £158 saved. Expendi- 
ture on consumption was thus £854 (against £761), while his bank 
balance had risen to £125 (against £110). Whether in such circum- 
stances the bank balance is to be considered excessive remains a 
matter for individual judgment. Our view would be that such a 
cash holding is perfectly reasonable. 

Of course, many people are concerned about the rise in the note 
circulation rather than the rise in bank de ‘posits. Unfortunately, 
there are no figures, comparable to the census of bank deposits, 
showing the distribution of note holdings as between individuals 
and holders other than individuals. It may be pointed out, however 
that between 1938 and 1942, wage payments (including the pay of 
‘other ranks ” in the Forces and transfer incomes such as pensions 
and une mploy ment payments) rose from £2,065 millions to £3,677 
millions, an increase of 78 per cent., whereas the average note circula- 
tion rose from £486 millions in 1938 to {808 millions in 1942, an 
increase of only 66 per cent. . 

The position seems to be still more satisfactory when one possible 
source of demand for liquid assets is taken into account which has 
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nothing to do with income factors. Since war began, the public 
has been called upon to take up out of its current savings considerable 
quantities of Government securitits, other avenues for investment 
having been almost completely bloc ked. In normal times, a large 
increase in the supply of one particular type of asset would not 
readily be absorbed without the inducement of a sharp rise in the 
return on that particular form of investment in relation to that on 
alternative forms of investment (which include, for example, on 
the one hand equities and on the other hand cash and bank deposits, 
with their notional “ yield’ of convenience). The public tends to 
maintain an equilibrium distribution of assets ; which means, among 
other things, that the liquidity spectrum of ‘assets cannot be dis- 
turbed (liquidity preference remaining unchanged) without some 
disturbance to rates of interest, and in particular to the yield 
differentials between long and short-term investments. 

In wartime, of course, compulsory disinvestment for the duration 
combines with the promptings of patriotism to produce a high 
‘tolerance ”’ for additional gilt-edged holdings, uncompensated by a 
rise in the rate of interest on Government stocks. Yet it is recognised 
that even in wartime the public may only be induced to take up addi- 
tional securities without a rise in the rate of interest—still more, at 
falling rates—if it is provided with increased holdings of liquid assets. 
This is, of course, the familiar theory of the closed capital market. 
Some part of the deficit must be financed through the banking system, 
in other words, to enable the remainder to be financed through 
longer-term securities taken up by the public. Even if income and 
spending were both unchanged, therefore, the substantial rise in 
the national debt would provide a legitimate reason to look for some 
increase in the cash holdings of the public. From this point of view, 
the success of the Savings Movement is to be measured by the 
quantity of gilt-edged which the public is induced to take up as the 
counterpart of a given addition to its cash holdings. 

To form any judgment on the success or failure of the Savings 
Campaign in this respect, it would obviously be desirable to know 
what sort of relationship had obtained in peacetime between the 
expansion in cash holdings and in holdings of long-term assets. 
Some of iy material for such an enquiry is assembled in Tables ITI, 
[V and V; and although the available information is inadequate 
to howe any firm conclusions about the pre-war years, the figures 
are of sufficient interest to be worth examining. As a rough indica- 
tion to the change in the gilt-edged holdings of the public, it is 
necessary to exclude from any increase in national debt (a) portion 
which is taken up by the banks and (b ») any increase in floating 
debt (which is taken up partly by the banking system and partly 
as an investment for the accumulating sterling assets of overseas 
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countries).* The residual change is shown in Table IV as the 
‘derived ’’ change in public gilt-edged holdings. 

So far as the pre-war period is concerned, it is convenient to 
consider the six-year period March, 1932, to March, 1938, taken as a 
whole. It will be seen that the change i in public gilt-edged holdings 
over this period works out at a cumulative fall of £210 millions. 
Now, it has been estimated that the gilt-edged holdings of the extra- 
budge tary funds over the calendar years 1932 to 1937 rose by some 
{262 millions. Thus the indications are that public holdings of gilt- 
edged, in the usual sense, declined on balance by some £470 millions 
over the period in question. On the other hand, bank deposits 
show a cumulative rise of no less than £578 millions and the note 
circulation a cumulative rise of {124 millions, a combined increase 
in cash holdings of over £700 millions. It is true that on balance 
this was a period of falling interest rates. But the fall would have 
to be regarded as moderate if in fact a substantial decline in public 
holdings of gilt-edged had been accompanied by a large addition to 
cash holdings. 

Unfortunately, two further factors have to be taken into account 
which make it impossible to draw any conclusions about pre-war 
liquidity preference. In the first place, though the public may have 
been unloading gilt-edged, it was undoubtedly taking up other long- 
term assets of various kinds, such as industrial issues. No less im- 
portant, the above figures make no allowance for the influx of foreign 
capital. In March, 1938, the Exchange Equalization Account was 
holding 119,389,000 ounces of gold, equivalent—if the average price 
of acquisition be taken at 135s.—to some £806 millions. In addition, 
our cumulative balance of payments for 1932 to 1938 was unfavour- 
able to the extent of £69 millions. Hence the indications are that 
up to March, 1938, the Exchange Fund had sold some £875 millions 
of sterling to overseas holders. The question is, in what form were 
these overseas balances invested ? Some may have been placed in 
Treasury bills, and have already been taken into account. Probably 
very little went into gilt-edged, and by far the greater proportion 
into bank deposits or bank notes. Indeed, it is not unlikely that 
virtually the whole of the additional bank deposits and note circula- 
tion for this period passed into foreign ownership and did not repre- 
sent an addition to the cash holdings of the domestic public. If this 
were so, the inference would be that interest rates fell purely as a 
result of improving confidence, possibly associated with some shrink- 
age in public holdings of gilt-edged. But any such conclusion is 
necessarily tentative. 

About the war period, fortunately, there are no such complica- 











* A more elaborate analysis would distinguish between nominal floating debt 
and effective floating debt. 
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tions. In the four years to March, 1943, it will be seen, the “‘ derived ”’ 
increase in the gilt-edged holdings of the public is placed at £3,462 
millions. For the period 1940/42 the extra-budgetary funds had a 
cumulative surplus of £453 millions, so that the true increase in public 
gilt-edged holdings for the four years to March, 1943, may perhaps 
be placed at about £2,900 millions. This compares with a cumulative 
increase of £1,390 millions in bank deposits and of £479 millions 
in the note circulation. In other words, the public appears to have 
subscribed about £300 to Government loans for every increase of 
{200 in its cash holdings. 

If there had been no increase in income, this ratio would not be 
particularly impressive. But we have already seen that the increase 
in cash holdings is by no means out of proportion to the wartime 
expansion in incomes and spending. Very little of the expansion in 
notes and deposits, in other words, needs to be explained away by 
reference to the need for preserving an equilibrium distribution of 
assets. Thus it would seem that the public has taken up this ex- 
tremely large amount of Government debt, at falling rates of interest, 
without having to be cajoled by the creation of large amounts of 
liquid assets merely for the manipulation of the capital market. On 
this basis, the Savings Movement must be regarded as having 
achieved as good results as any reasonable person could expect. 
Those who take the contrary view, at any rate, owe it to the public 
to produce chapter and verse for their dissatisfaction. 


TABLE III 


NATIONAL DEBT AND BANK INVESTMENTS 


Internal 
Net Floating 3ank 

Debt Debt Investments 
March £m. _,. £m. 
RQ3r OC. j ae 6,346.6 594.3 311. 
1002 «=... a 6,329.9 611.9 282. 
rO43 i 6,584.5 810.5 510. 
1934... as 6,785.8 ° 844.7 547. 
1935 -- Ry 6,763.9 833.4 614. 
1936... 0 6,759.5 782.2 635. 
1937 .. “a 6,764.6 698.1 667. 
1938... ne 6,993.6 841.8 633. 
1939 .. ary 7,130.9 920.3 611. 
1940 .. ie 7,999.2 1,489.2 611. 
I94I_.. is 10,364.1 2,813.5 821. 
1942 .. me: 12,928.2 3,312.2 1,050. 
1943 .. i 15,505.8 4,096.9 5,532. 
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TABLE IV 
ESTIMATED CHANGE IN GILT-EDGED HOLDINGS OF PUBLIC 








(£ million) 
Derived change in 


Year Change in Change in Change in gilt-edged 
to net internal floating bank holdings 

March debt debt investments of public 
1932 y 17 } 18 — 29 }- 6 
£933 7 t 255 + 199 + 228 , 172 
1934 sa + 201 { 34 ra + 130 
1935 22 —- I + 67 — 78 
1936 4 51 + 21 -}- 26 
1937 ~ 5 534 Y 2 + 
1938 ws + 229 + 144 — 34 +- I19 
1939 a 137 + 79 — 22 +- 80 
1940 o t 665 + 569 —_ + 299 
1941 ts + 2,365 +- 1,324 + 210 + 831 
1932 = + 2,564 + 1,499 + 229 + 836 
1943 a +- 2,638 +- 785 + 682 +- 1,496 

TABLE V 
CHANGE IN GILT-EDGED RELATED To LiguID ASSETS AND INCOME 
Change in Change Change 

Years public in in 
to eilt-edged bank note Change in 

March holdings deposits circulation income § 

fm fm fm fm 

1932 it | 6 37 } 7 - 125 
1933 172 |- 249 t 8 225 
1934 i 130 4 | 8 } 150 
1935 100 | g2 } 8 200 
[930 — fF 155 r 25 250 
1937 ITI 1360 \- 62 200 
1938 ig 119 10 + 13 Nil 
1939 md So 102 I a 
1940 at 299 211 | 89 + 1,236f 
IQ4I av 831 401 + 7 + 8093 
1942 | 536 | 305 ! 145 | 705 
1943 oT + 1,496 + 470 + 174 ™ 


* Not available. f Increase on 1938, White Paper figures. Changes for 1932 
to 1938 based on Bowley figures. § Calendar years. 
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Export Costs and Export Price Policy 
By Nicholas Kaldor 


HE discussions following on the publication of the Beveridge 

Report have caused a revival of interest in the problem of 

costs, with particular reference to the costs of exports. A 
stimulating article published recently in The Times,(!) followed by a 
remarkable crop of letters by Mr. Philip Lyle and others(?), challenged 
the orthodox ideas as to the pricing of articles for exports, and 
suggested that this should be based on the true “ national cost’ 
of the exports, and not on the manufacturer’s cost, as determined 
for him by his accountant. In the present paper an attempt will 
be made to show that even though the argument of The Times’ 
correspondents is based on perfectly sound reasoning, up to a point, 
the general adoption of their suggestions would be nothing short 
of disastrous. 

I 

We shall begin by summarizing their argument. This suggests 
that under present methods of accountancy, the price at which 
firms are willing to supply goods for exports are much above the true 
costs of these “goods to the manufacturer; moreover, if there is 
unemployment, the true cost of producing additional goods, to the 
community as a whole, is only a small fraction of the manufacturer’s 
own cost of producing the additional output. Hence exports are 
penalized twice over: partly because the manufacturer’s supply price 
is much above the manufacturer’s cost, partly because the manu- 
facturer’s cost is much above the true social cost. 

How do these differences arise ? The manufacturer arrives at 
his supply price by charging average cost, i.e. by charging a price 
which covers, in addition to the direct cost of labour and materials 
caused by a particular order—what the economist calls the marginal 
cost—a due proportion of the “ overheads”’; that is, of the fixed 
costs, the general amount of which does not vary with changes in 
the amount of turnover but which must also be covered out of total 
receipts if the manufacturer is to continue in business for any length 
of time. Taking the volume of business as a whole, these fixed 
charges must also be covered. But if the manufacturer were to 
refuse any particular order, simply because the price would not cover 
the customary ‘“‘ mark-up” for overheads (though it might still 
cover, or more than cover, all the costs which would be incurred 
in connection with it), he would thereby reduce his profits and 








(1) What are Export Costs ? The Time: °S, April a, 1943. 
(2) The Times, April 29, May 3, 4, 5, 6 and 7, 1943. 
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unnecessarily restrict his output. And the loss to society, consequent 
on this refusal, would be much greater than his own individual loss. 

In fact, it can easily be demonstrated that the net social cost of 
the additional output might be negative, and not positive. For if 
there is unemployment, increased output in one place will not cause 
reduced output elsewhere ; on the contrary, it will tend to cause a 
further increase in output in other industries. If the manufacturer 
takes additional workers into employment, there is a net gain to 
these workers in the form of higher earnings; a net gain to the 
Exchequer, in consequence of a lesser expenditure on unemployment 
benefits ; a net gain to employers and workmen in other industries, 
if the higher earnings cause a higher demand for consumption goods 
and increase output in consumption goods industries. If the sum 
of these net gains is offset against the manufacturers’ outlay the 
gains will exceed the costs, even if the price received from'the sale 
of the additional output is entirely left out of account. To put the 
same proposition in another way: the marginal social cost of any 
particular commodity is simply the reduction in the amount of 
other commodities available, consequent on producing the last 
increment of the first commodity. If, for any reason, an increase in 
the production of any particular commodity causes an increase, and 
not a reduction, in the output of other goods, the marginal social 
cost of that particular commodity will be negative, instead of positive. 

The argument so far is undoubtedly correct, but two points must 
be emphasized in connection with it. The first is that there is nothing 
in the argument which would restrict its validity to exports. The 
differences between the manufacturers’ supply price and the true 
social costs of the commodities arise in exactly the same way in 
the case of goods sold for the home market as in the case of goods 
sold for exports. Under conditions of general unemployment and 
idle plant, all goods are sold greatly in excess of their social costs ; 
in the sense that the net additional cost of providing more goods is, 
at most, only a small fraction of the price at which the manu- 
facturers are willing to sell them. 

The second is that the argument oxly applies under conditions 
of unemployment. Under conditions of full employment, the 
marginal social cost is positive and is normally much more closely 
reflected by selling prices based on average cost than by the manu- 
facturer’s own marginal cost, even though the selling price is much 
above this marginal cost. This is because the manufacturer, by 
expanding output, reduces employment, and hence output, in other 
industries. Since the selling price in these “‘ other industries ’’ is 
also likely to be in excess of the marginal direct cost, the value of 
the consequent loss of output is likely to be in excess of the additional 
cost to the manufacturer. Under conditions of full employment, 
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therefore, the marginal social cost of commodities will exceed the 
marginal cost to the manufacturers, whenever the manufacturers’ 
selling prices generally exceed these marginal costs. 


II 


Let us assume, however, general unemployment. It is easy 
to see why the manufacturer is not w illing to sell below his own net 
costs—since the net gain to the Exchequer, and the gain to other 
producers, consequent to his accepting an additional order, is not 
credited to him, but accrues to other people. It is more difficult to 
see why he should insist on a price which is so much higher than his 
additional cost. The suggested explanation that he is misled by 
his accountants into believi ing that his true cost is the average total 
cost, and not the marginal cost, is too simple-minded to be accept- 
able. If there really were large opportunities for profit-making 
lurking round the corner, it is permissible to suppose that sooner or 
later the manufacturers would discover them, whatever the accoun- 
tant may or may not do. 

The true reason is not the inadequacy of accountants but the 
difficulties involved in a policy of price discrimination and the fear 
of retaliation. For a producer working for an open market it is 
often impossible (or, where possible, undesirable) to sell any par- 
ticular portion of his output at a price markedly lower than the 
rest of his output. Let us suppose, for example, a manufacturer of 
silk stockings, with a capacity of 20,000 pairs a week, selling at a 
rate of 10,000 pairs at 5s. each, of which 2s. 6d. re presents the direct 
cost, and 2s. 6d. the “‘ mark up,” which covers all the fixed costs and 
also his profit. It would obviously be to his advantage to sell a 
second 10,000 pairs at, say, 3s. each, since the cost of those would 
only be 2s. 6d. a pair, leaving him 6d. net profit. But how can he 
sell half his output at 5s. and half at 3s.? His existing customers 
would revolt and force him to sell all his output at 3s., in which case 
(even if we suppose that he can sell the full 20,000 pairs at that 
price) his net receipts for overheads, etc., would only be 40 per cent. 
of what they were before. Clearly, while it is profitable to accept 
any particular order, at less than the total cost, the profitability 
depends on the price concession being confined to that particular 
order and not made general. No manufacturer willingly courts the 
loss of goodwill that would ensue if it became generally known that 
he habitually discriminates between different customers. 

From the point of view of the social interest, the true criticism 
that can be levied against the price policy of mz anufacturers is not 
that “a fail to discriminate and spread their overheads over the 
whole of the output, but that they fix the profit margin (which 
serves to cover these overheads) too high. In the above example, 
the manufacturer might have covered his overheads by charging 
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3s. gd. (instead of 5s.) a pair and selling 20,000 pairs a week. There , 


was no social justification for charging more than 3s. gd. a pair; 
for given that price, he (or some other silk-stocking manufacturer) 
would be bound to sell in the long run the full 20,000 pairs a week. 
If this were not so, there would be losses in the industry and the 
weaker producers would gradually drop out, until the remaining 
producers were left with sufficient demand to work at full capacity. 

The cause of both of the excessive profit margins and of the general 
persistence of surplus capacity in industry is the absence of price 
competition among producers ; and this in turn is due to the fear 
of reta liation. No single manufacturer is tempted to reduce the 
price if he fears that his compctitors will follow suit, and thus force 
everybody to sell at lower prices without (for the time being) selling 
a sufficiently greater volume. And few prod ucers care to indu ilge 
in a price policy where ultimate success depends on the weaker 
brethren being completely driven out of business. Hence producers 
do always prefer price-discrimination to general price-cutting, 
wherever there is scope for price-discrimination. 


IT] 

Scope may exist where the markets are separated from each 
other by geographical and political barriers, and where the different 
customers of the firm are not in intercommunication with each 
other. Even under free trade, it is possible for a firm to charge a 
price to its foreign customers which is lower than the home price 
by no more than double the cost of transport. Where the home 
country has a protective tariff, the possible price differential is 
further increased by the extent of the import duty. It is possible, 
moreover, to charge different oe s in various foreign countries, 
according to the nature of the market in each. That this is by no 
means an entirely new discovery of the corre sponde nts of The Times 
is shown by the history and celebrity of the term ‘‘ dumping.” 

Dumping has never meant, as some simple-minded souls might 
be tempted to think, selling goods abroad below the costs of pro- 
duction—if the term “ costs of production ”’ is used in the precise 
scientific sense in which the writer of The Times’ article has used it. 
No firm has ever willingly (though sometimes, as in Hitlerite 
Germany, they may have done so by compulsion) ) sold goods abroad 
at a net loss—i.e. at a price which did not even cover the marginal 
prime costs of the article exported. Firms might, and often do, sell 
abroad at less than the “ full cost ’’—i.e. at a price which does not 
cover the due arithmetical ct of the unallocatable overheads. 
though the inability of the United States Congress to arrive at a 
satisfactory definition of the term shows that “ full cost’ is an 
elusive concept—it is not easily discovered when a particular price 
is below the full cost and when it isn’t. There can be no doubt, 
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however, that firms do quote different prices for exports and for 
the home market, whether the export prices are below “ full cost ”’ 
or not. No cost accountant has ever succeeded in suppressing the 
practice ; on the contrary, there is every reason to suspect that the 
practice spread by leaps and bounds in the course of the last pre-war 
decade. What The Times’ correspondents in fact advocate, is to make 

“dumping ”’ more systematic and scientific after the war, and by 
showing the sound reasons for the practice to make it intellectually 
more respectable. Let all overheads be charged to the home market, 
and let all goods for export be sold at their marginal prime cost ; or 
still better, perhaps, let the State grant the exporter a st ubsidy SO 
as to enable him to sell at the ma arginal social cost. 

The idea cannot be condemned merely by calling it by a nasty 
word ; even if the proposal amounts to plain dumping, or “‘ super- 
dumping,” the question still has to be faced whether its adoption 
would be a good thing or not. Is it desirable that — should 
be generally encouraged to discriminate in favour of the foreign 
buyer? To answer this question we must first of all Mari up our 
minds why we want to stimulate exports. Is the main purpose of 
the policy to provide more employment in the export industries 
and thereby stimulate business at home ? Or is it because it would 
be seme: Cg without a reduction of prices, to secure sufficient 
exports to pay for our imports ? According as it is one or the other, 
it requires to be dealt with by widely different arguments. 


IV 

As regards the first question, we have already seen that under 
conditions of unemployment and excess capacity of plant, the true 
social cost of additional production is much below the manu- 
facturer’s supply price. but all that this argument proves is that, 
under these conditions, whaiever is done to stimulate home production 
and thus bring about full employment is bound to be socially highly 
profitable. The argument applies equally, for example, to any kind 
of Government loan expenditure, no matter what kind of project 
it is spent on; since the consequential rise in incomes, and in the 
yield of taxation, would cover many times the interest on the loan 
capital expended. It applies eq ually to all schemes subsidizing 
home consumption by giving people extra money to spend ; or to 
schemes subsidizing home production, so as to induce producers to 
sell at lower prices. In all these cases, it can be shown that the net 
gain to the community must greatly exceed the cost, as measured 
in money terms. In a world of unemployment and excess capacity 
Where scarcity of demand, and not the scarcity of resources, sets 
the limit to production, is a world of non-Euclidean economics, 
Where the traditional rules are reversed. It is a world where 
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“waste ’”’ is profitable and ‘‘ economy ”’ is wasteful. 

Une mploy ment, it is true, could alw ays be got rid of by a sufficient 
increase in the quantity of exports. Since there are many ways of 
securing full employment, however, it is not sufficient to show that 
some particular measure which relieves unemployment is preferable 
to unemployment itself; it must further be shown that it is pre- 
ferable to other alternative ways of securing full employment. 
Putting idle labour and machinery to work inevitably involves 
getting something for nothing. But it makes quite a difference 
whether one gets little for nothing or a great deal. The policy of 
export dumping is a particularly obnoxious form of securing full 
employment ; for not only are the tangible benefits secured for the 
community by other kinds of relief measures absent in this case— 
on the contrary, by putting the whole burden of overhead costs on 
the home market, it raises home prices and restricts home consump- 
tion—but in addition it increases the pressure of unemployment 
abroad at the same time that it relieves it at home. While measures 
which increase employment by stimulating capital investment or 
home consumption radiate their beneficial effects everywhere (they 
tend to raise employme nt in the rest of the world), the relief of 
unemployme nt by means of a bigger export surplus simply means 
exporting one’s unemployment abroad. It is the “‘ beggar-my-neigh- 
bour”’ way of getting rid of unemployment. And even so, its 
practical efficacy in relieving unemployment is questionable, since 
it depends on other countries refraining from retaliation—an 
assumption which is hardly justified in cases where the slump- 
conditions are not confined to one country but are international. 

Vv 

We ay Mi sgpsnsces therefore, that dumping could hardly be 
advocated as an unemployment relief measure, since there are so 
many a ways of preventing unemployment that are superior to it 
in every respect. But what if the true justification of the policy is 
not as a means of securing more employment, but of securing evor fe 
exports to pay for our imports ? Owing to the loss of income on our 
foreign investments (due to the wartime liquidation of our foreign 
assets) and the probable diminution in our shipping income, there 
is no doubt that we shall have to export more after the war than we 
did before—especially if we pursue a full-employment policy, which 
automatically leads to higher imports. Some estimates put the 
necessary expansion in the volume of exports (given the pre-war 
price relation, at id assuming that we import on the pre-war scale) 
at 50 per cent. of the pre-war level. No one would deny that this 
presents a serious problem. But the question we now have to 
examine is whether dumping is an appropriate solution for it. 

The policy advocated by the correspondents of The Times, ot 
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selling abroad at prime costs and selling at home at “ full costs,’ 
comes to very much the same thing as a general subsidy on exports, 
financed either out of taxation or out of a levy on industry (advocated 
in some quarters) which is ultimately paid by the home consumer. 
It is a method of altering the relation between imports and exports 
by lowering the prices of exports, relatively to the prices of imports, 
“worsening the terms of trade ’—as the technical expression goes. 
As such, it is similar in nature to the more orthodox methods of 
achieving the same result—the method of currency devaluation 
(reducing the external value of the currency) or that of lowering the 
level of money, wages and prices (raising its 7mternal value). Com- 
pared with these orthodox methods, however, expecially that of 
currency devaluation, it suffers from several important drawbacks. 
The first is that while it stimulates exports it does not discourage 
imports. When there is a reduction in the external value of the 
currency, the exports of the devaluating country become cheaper in 
terms of foreign currencies ; while at the same time, its imports 
become dearer in terms of the home currency. The adjustment in 
the balance of trade comes about = by the foreigners substituting 
the goods of the devaluating country for other goods, partly by the 
citizens of the devaluating country substituting home-produced 
goods for imports. Exactly the same hi appens under the old- fashioned 
gold standard, where an excess of imports over exports leads to an 
outflow of gold and to a consequential reduction of internal wages 
and prices in terms of gold. Imports are reduced and exports 
increased. But under a policy of e xport subsidies, there is no change 
in the relation between the home prices of home- produced goods and 
the home prices of imports; there is no tendency, therefore, to 
economise on imports. The whole burden of adjustment is thrown 
on to the side of exports ; which means that the necessary change 
in the terms of trade, in order to secure equilibrium in the balance 
of payments, needs to be much greater in the case of export sub- 
sidies than in the c: ase of currency devaluation. It follows that in 
terms of the loss of real income, the policy of export subsidies is 


nect ssarily much more costly. In fact, a system of export subsidies 
is the exact opposite to a system of protection. While a protective 
tariff restricts imports be low the free-trade level, export subsidies 


raise the level of exports above it. While a protective tariff tends to 
improve the terms of trade, ml heen to that extent compensates 
for the loss of productive efficiency caused by the restriction in the 
scope of interné ational trade, a sy yste m of export subsidies lowers the 
terms of trade and thus adds to the loss of efficiency caused by 
making both exports and imports excessive 

Of the three fundamental neslionas of adjusting the balance of 
payments, namely, import duties, devaluation and export subsidies, 
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export subsidies are undoubtedly the worst, while a combination of 
import duties and devaluation is normally the best. The extra loss 
involved in following the export subsidy method might be particu- 
larly great for a country, like Britain, which imports chiefly raw 
materials and foodstufis and exports manufactures. 

The second great drawback of the export subsidy method 
securing equilibrium in the foreign balance is the very much greater 
danger of retaliation. The danger that other countries will retaliate 
and thereby cancel the effects of the policy on the balance of trade 
is always present, whatever method is adopted for adjusting the 
balance : deflation or de valuation, import duties or export subsidies. 

3ut it is very much greater in the case of ex port subsidies than with 
any of the others. This is partly because the method of os 
subsidies involves a much greater change in relative prices ; it hits 
more strongly the industries in foreign countries which are com- 
petitive with the subsidized exports. It is partly also because 
dumping and export subsidies (rightly or wrongly) are considered 
a much more unfair weapon of trade warfare than other methods 
such as wage-cutting, and arouse much more political ire. The 
retaliation may take the form of discriminatory tariffs ; it may also 
take the less spectacular but more dangerous form of other countries 
adopting the same procedure. If after the war we should begin 
systematically to sell abroad everything at much lower prices than 
at home, it would not take long before the manufacturers of the 
United States and other industrial countries adopted the same 
practice. The net result would then be that the world price level of 
manufactured goods would fail greatly in terms of foodstuffs and 
raw materials. The terms of trade would turn sharply against us. 
3ut as far as the balance of imports and exports is concerned, we 
should be no better off—indeed, we should be much worse off, than 
we should have been if the terms of trade seen remained unchanged. 

There is no doubt that in the last pre-war decade, dumping and 
export subsidies, along with multiple currency schemes and other 
malpractices, spread far and wide in this world, and at the outbreak 
of the war, they were still spreading. It is possible (especially if 
the phenomenon of mass unemployment is allowed to recur) that 
all these practices will come back to us again after the war; the 
bad habits may have become too strongly ingrained in the blood of 
nations to be got rid of by a mere war. It that proves to be the case, 
we might be forced to follow suit ; in matters of international trade 
policy (as in international policy in general) Gresham’s Law in- 
exorably operates. But, for heaven’s sake, do not let us give a lead 
to the world in re-introducing these practices; for whatever 
momentary advantage we might snatch, we should be bound, in the 
long run, to be heavily the losers. 
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The Currency Controversy 
By Paul Einzig 


XCHANGES of views between Allied Treasuries on the question 

of a post-war currency system are being actively pursued in 

London and Washington. They are pursued behind closed 
doors, but what transpires is certainly not of a nature to justify 
optimism. The United States Treasury is alleged to have informed 
some Allied experts that there could be no essential alteration of the 
American plan, because it was drafted in such a way as to make it 
acceptable to Congress, and if altered it would be rejected. There 
has been so far no indication to justify the assumption that Congress 
would be prepared to pass even the American plan without any 
alteration. Judging by the refusal to renew the President’s power 
to operate the Exchange Stabilization Fund, and the obvious un- 
willingness to renew his power to devalue the dollar to 50 per cent. 
of the pre-1934 level, it seems that Congress is in a mood in which 
it is inclined to reject any currency plan. Possibly this contrary 
attitude is a passing phase, but it cannot be disregarded. 

The House of Commons, in turn, has made it plain during the 
debate on post-war currency on May 12 that it would not be prepared 
to endorse the Government’s implied willingness to accept the 
American plan. As a matter of fact, neither the Chancellor of the 
Exchequer, who opened the debate, nor the Financial Secretary to 
the Treasury, who wound it up, showed the least desire to abandon 
the Keynes Plan in favour of the White Plan, even though both 
indicated the Government’s willingness to negotiate a compromise. 
Sir Kingsley Wood made what one may dé scribe as a sporting offer 
by stating that he would be quite willing to accept the American 
proposal regarding the allocation of qu oe is, provided that the United 
States in turn would accept the Clearing Union scheme. Mr. Ralph 
Assheton went a step further by sta aie that the Government would 
be prepared to reconsider one of the fundamental points of the 
Keynes Plan, namely, that the Clearing Union would grant overdraft 
facilities without sec urity. The idea that borrowers would have to 
offer some security would be a distinct reapproachment towards the 
American point of view under which participants would have to make 
an initial contribution to the resources of the Stabilization Fund. 

However, it takes two to conclude a compromise, and so far the 
United States Treasury has given no indication whatever that it is 
prepared to meet the British Treasury halfway. Yet in the original 
Keynes Plan the latter has already gone a long way to satisfy the 
American point of view. In particular, the Treasury made a very 
important concession by agreeing to submit to the approval of an 
international Board any substantial devaluation of sterling. It may 
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be stated without much risk of contradiction that one object of the 
American scheme is to be in a position to veto a devaluation of 
sterling. Even under the British Plan it would always be possible 
to secure a majority against such a devaluation, for most industrial 
countries would be opposed to it. The American Plan would give 
the United States a legal right to veto the devaluation of sterling 
single-handed. 

The debate in the House of Commons made it plain that, according 
to British Parliamentary opinion, the Treasury has already gone too 
far towards meeting the American point of view in this respect. 
The majority of speakers indicated their disapproval of any chaining 
of sterling to gold, even in so loose a fashion as this would be done 
through the adoption of the Keynes Plan. So far, the debate has 
confined itself to a small circle of M.P.s specializing in monetary 
questions, but the chances are that, as and when the laymen come 
to realize the broader implications of the scheme political and public 
opinion will stiffen against the acceptance of commitments under 
which sterling might have to be maintained at an overvalued level 
against the wishes and best interests of this country. It is true that 
the Treasury would be in a position to recover its freedom on giving 
twelve months’ notice to terminate its association with the Clearing 
Union, should the latter refuse to agree to a reasonable adjustment 
of sterling if this were needed. But in practice this country would 
put up with grave disadvantages before deciding on such a fateful 
step. It would be a much more difficult decision to make than the 
decision of 1931 to suspend the gold standard. Withdrawal from a 
well-established international currency scheme would mean con- 
siderable loss of economic advantages, and might have grave political 
consequences, in that it might lead to a breakdown of the whole 
post-war system of international economic and political collaboration, 
and might put British-American friendship under a very strong strain. 
In such circumstances, the freedom to withdraw from the scheme 
once this had been establishe cd would be largely theoretical. 

The gradual realization of this aspect of ‘the problem is certain to 
stimulate opposition to the scheme, even if the United States were 
prepared to accept it in full. There is every likelihood of an in- 
creasing pressure on the Government to safeguard the sovereign 
rights of this country to determine the value of its currency. Very 
few people would favour any abuse of this right by embarking on 
competitive currency depreciation. -The foolishness of too light- 
hearted a depreciation of a currency at the slightest excuse is all but 
universally realized. On the other hand, British trade must not be 
placed at the mercy of its foreign rivals by giving the latter the right 
to condemn this country to perpetual over- valuation of the pound 
or to deflationary measures leading to wholesale unemployment. 
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This is another aspect of the problem which is beginning to be 
realized, as indicated in the fall in Government Loans ever since the 
publication of the British and American currency schemes. It is 
widely assumed that under either scheme sterling would have to be 
defended with the aid of orthodox monetary methods, in particular 
by means of high interest rates. Even though the Chancellor’s 
remarks about the maintenance of exchange restrictions after the war 
allayed these fears, there is undoubtedly at least a possibility that 
some future Chancellor might be tempted to adjust the British price 
level to the world level by deflationary means if the International 
Board should refuse its consent to an adjustment by means of a 
devaluation of sterling. 

The Government will thus have a hard task in persuading Parlia- 
ment to accept a system based on the Keynes Plan. It would have an 
impossible task if it attempted to obtain approval of a system based 
largely on the White Plan. If it is true that Congress would not 
be prepared to agree to any substantial concession, the same is 
equally true of Parliament. Sir Kingsley Wood’s offer to agree to 
an allocation of quotas which would secure virtual control to the 
United States was received without enthusiasm by the House and 
by the majority of the Press. In fact, as one M.P. remarked, it would 
be the smaller evil to have a less satisfactory scheme with a reasonable 
allocation of control than to have a better scheme worked on the 
basis of a one-sided allocation of quotas. The outlook for a com- 
promise acceptable to both le gislature ‘Ss is none too promising. Quite 
conceivably, the two Treasuries may reach the conclusion that in 
the interest of inter-Allied unity it would = wiser not to press this 
matter, and to proceed with the exchanges of views in an un+ 

spectacular, leisurely way, rather than risk a ‘rupture. The matter 
: not urgent, as the conc lusion of peace is far from imminent. 

One thing is essential. The idea that agreement must be reached 
at all costs, and that even an unsatisfactory agreement would be 
better than no agreement at all must be rejected. Our post-war 
relations with the United States must not be based on the entirely 
unjustified assumption that the United States holds all the trumps 
and that we shall depend on that country for our stability and 
prosperity. The truth is that, all-important as Anglo-American 
collaboration undoubtedly is from the point of view of world re- 
construction, it must be based on the realization that if necessary 
this country is quite capable of working out its own si alvation. The 
British Empire is richer in economic resources than any other 
political unit. We have the resources, and also the labour and 
organizing capacity necessary for their development. We are 
entitled, therefore, to be treated on an equal footing with any other 
power or group of powers in any financial or economic scheme. 
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Far Eastern Banks Mark Time 
By Paul Bareau 

T is difficult to generalize about the experiences of the Far Eastern 

banks over the past year. For concerns mainly represented in 

territories now occupied by the enemy, the Hong Kong and 
Shanghai Banking Corporation, for example, there is only one 
appropriate and, indeed, feasible policy: namely, that of marking 
time and conserving the fortunately substantial assets which will 
enable them to resume operations with unimpaired solvency once 
the Japanese -have been rolled back. Others, like the Chartered 
Bank, have their interests fairly evenly spread between India and 
territories overrun by the Japanese and they have been able to 
maintain an active and adequately profitable banking business 
through their remaining offices. Others, again, such as the National 
Bank of India, are more purely Indian e xchange banks and their 
profit and loss accounts have shown little apparent reflection of the 
tremendous shocks to Far Eastern banking which have been sustained 
over the _ two years. But one tendency which has been common 
to all the Eastern banks that have so far published their reports for 
1942 is the increasing degree of liquidity which they reveal. It is 
clear that banking resources hove expande 1 as part of the monetary 
expansion accompanying the impact of war on the territories con- 
cerned, but that the demand for active banki ne fac ilities has not 
increased corr spondingly. On the contrary, the banks oes and 
commercial bills show appreciable declines, often within the frame- 
work of bigger balance sheet totals. It is in the holdings of ord 
Treasury bills and Government securities that the employment of 
larger resources is to be found. 

The position can best be illustrated by the following comparison 
of the relevant balance sheet and profit and loss account items ol 
three banks whose reports for 1942 have recently been published : 





1941 1942 
£000 £’000 
Chariered Bank. Deposits... - es ‘a 77,991 75,593 
Advances and Bills hi - 2 23,73 3 19,197 
Securities. is ea re 30,279 37, 430 
Profit ai és a ae 354 207 
Carry Forward as ie i 260 357 
Mercantile Bank. Deposits... - ‘ i 24,784 25,079 
Advances and Bills di és 11,405 5,577 
securities .. a ai i 9,589 13,1601 
Profit ig ws 1 5a 173 132 
Carry Forward wa a - 182 183 
National Bank of Deposits .. + = 39,096 48,514 
India. Advances and Bills a oe 9,053 6,190 
Securities .. ca oa os 17,521 19,656 
Profits ; ee a ne 438 439 


Carry F orward ina i a 284 273 
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One important influence on balance sheet changes has been 
the new methods of financing trade with the East brought about by 
the war. The volume of that trade has in any case been greatly 
diminished by restrictions on imports and exports necessitated by 
shipping and other considerations ; but the character and machinery 
of what remains of that trade have also changed. Before the war 
it was merchant trade and it was financed for the most part by bills 
of exchange. These bills were bought by the Exchange banks, 
and, as Sir Charles Innes has pointed out, in normal times a large part 
of the banks’ funds was “ always on the water, that is, invested in 
bills against goods in transit by sea.’’ Now there is little shipping 
space except for goods required for the war effort, among which 
a be specially mentioned the great staple exports of India, 
Ceylon and Mauritius, namely, tea, jute, seeds, hides, rubber and 
sugar. ra these are now purchased in bulk by the supply Depart- 
ments of the British Government. What is more important for the 
beaks on are paid for in rupees in the exporting country. Hence 
there is next to no trade being financed by commercial bills of 
exchange. Sit 1ce exporters are paid on the nail for their produce, 
moreover, there is much less need for advances from banks to finance 
the purchas se, prepar. ition and storage . produce destined for export. 
These influences h ive affected all the Eastern exchange banks and 
their effect 1s s clearly apparent in the three well-assorted balance- 
sheet comparisons given above. Another point brought out by the 
above tables is the conservatism of the banks’ distribution policy. 
In the case of the Chartered Bank, for example, though profits were, 
not unnatt rally, lower on the year, the balance of undivided profits 
carried forward was considerably strengthened. This was done in 
conscious preparation for the task of post-war reconstruction. 

Little further information has been obtained by the Eastern banks 
about the offices now in enemy occupation. It has become known 
that accounts at some of the occ ee branches have been partly or 
wholly liquidated by the Japanese. In so far as this has occurred, 
the balance sheet figures will have to be adjusted accordingly. Two of 





the banks, the Hong Kong and Shanghai and the Chartered, have 
formally opened offices in Chungking. Each had maintained 


representatives in the capital of Free China for some time, but the 
conversion of this representation into formal branches has some 
significance, though it must be admitted that at present this 
significance is symbolic rather than real. There can be very little 
banking business waiting to be transacted in Free China. Some 
export trade goes on, mainly in silk and wood oil, both of which 
article ‘S are important war materials for the United Nations, but that 
trade is for the most part carried by air direct for Governmental 
account and calls for no bank financing. Exchange business with 
China has similarly disappeared, the only such operations being 
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those effected on official account through the Stabilization Fund. 

Even apart from such special factors, it would be difficult to 
make a banking office in Chungking pay under existing circum- 
stances. The capital of Free China can probably boast of the 
highest cost of living in the world. With all office requisites perforce 
imported by the extremely expensive air route from India, the cost 
of running a branch in that city becomes prohibitive. A small 
bottle of ink costs about 20/-, a single sheet of letter paper anything 
up to 1/-, while the cost of living for European staff is on the same 
fantastic level. The banks represented in Chungking maintain their 
branches as a spring board from which to reopen their operations in 
China when the opportunity for such re-expansion occurs. The 
offices in question are, moreover, gaining useful experience in learning 
how to operate without the privileges of extra-territoriality. Under 
existing treaties the banks could have claimed extra-territorial rights, 
but they have wisely desisted from doing so, knowing that the 
United States and Great Britain have given advance notice of their 
renunciation of those rights in the Treaty ports after the war. 

The conditions under which the banks have been called upon to 
operate in India have in certain respects been reminiscent of rampant 
inflation. In a country in which the banking habit is still largely 
undeveloped, this inflation has found no accurate reflection in the 
turnover of the banks’ business or in the volume of their resources. 
As will be seen from the above table, the growth of deposits over the 
year 1942 was moderate, that of the National Bank of India amount- 
ing to 22 per cent. Over the same period, however, the note circula- 
tion of the Reserve Bank increased from Rs. 314,50,00,000 to 
Rs.570,40,00,000, or by 81 per cent. If statistics were available of 
the rupee coinage in circulation, it would probably be found that its 
expansion last year was even greater than that of the paper currency. 
For further evidence of this inflation one need only look at the steep 
rise which has occurred in the prices of gold, silver and cotton. 
The reasons for this inflation are not difficult to find. They arise 
in the main from the abnormal expenditure of the Allied Govern- 
ments in India, both through the purchase of materials and through 
defence expe nditure incurred in that country. That expenditure 
represents many times the amount which falls under the budget 
of the Government of India and which is covered either by taxation 
or by domestic borrowing. India is compensated in foreign exchange 
for the bulk of this Allied expenditure, hence the facility with which 
she has repaid sterling debt to the tune of £350,000,000 and has in 
addition accumulated sterling assets to the total of £430,000,000. 
The Allied Expenditure in India would have had less inflationary 
influence had it been possible for the country to spend on import 
goods the substantial credits accumulating in her favour. 

The rate of inflation would also have been slower had the financial 
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agreements between Britain and India been slightly less generous 
to the latter. If India had had to meet, without being recompensed 
in sterling, a larger share of the cost of her defence, much of the 
redundant purchasing power which has been responsible for specula- 
tive activity would have had to be mopped up, either by higher 
taxation or by larger domestic borrowing. It cannot be argued that 
India is too poor to stand this larger burden, because in real terms 
the whole of the burden represented by Allied expenditure in India 
is being borne by that country at present. The war materials she 
sells, the labour and resources she makes available for the construc- 
tion of aerodromes and other defence works, are provided out of 
her current resources. And it makes no difference to this fact 
whether or not certain bookkeeping entries in London cause India to 
be paid in sterling for the expenditure in question. This merely means 
that at some future date India will be allowed to retake in import 
goods the price of a substantial part of her present real expenditure 
on the war. There may be good reasons—economic and political— 
for treating India with this generosity, but it cannot be denied that 
it has been responsible for some degree of inflation. 

One of the results of the increasing liquidity in India has been 
an exceptional development of indigenous banking over the past 
year. Some of the Indian banks which have been created in 
recent months have considerable capital backing and appear to 
have in them the germs of prosperous and successful institutions. 
But the movement will have to be watched with care. The checkered 
history of indigenous banking in India serves as a permanent 
reminder of the need for caution. All too often, banks have been 
established by trading and industrial interests, not to serve the 
banking needs of the public, but to raise capital for the immediate 
requirements of the interests concerned. These so-called banks 
have tended to become illiquid, and their average expectation of 
life has proved exceptionally small. There is as yet no legislation 
which would effectively prevent serious abuse of the excessive 
liquidity of the country by unsound projects for the creation of 
banks. It is open to any one to undertake banking business, though 
it is now necessary for balance sheets and other information to be 
submitted at intervals to the authorities. The need to develop 
the banking habit in India is so great that it is to be hoped the cause 
will not be discouraged by a new outbreak of ill-advised banking 
promotions. Fortunately, there are several Indian banks, such 
as the Central Bank of India, to point the example of sound and 
conservative banking principles to the other indigenous institutions. 
Moreover, the Indian Government’s decision to make the establish- 
ment of all joint stock companies in India subject to its permission, 
although a temporary and wartime measure, should go a long way 
towards warding off this particular danger. 
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Banking and Timeave in ams evaleain 


and South Africa 
By E. A. Grant 


OR the past eighteen months, the Australian trading banks 

have operated under specia il wartime regulations. The effect of 

these over a full year is thus mirrored in the trend of banking 
figures. The expansion in deposits has, of course, been a direct 
function of mounting Government e xpenditure , and the scale of this 
expenditure is reflected in the fact that in 1942 deposits rose twice 
as fast as in the previous twelve months. The rate of expansion 
again began to quicken appreciably in the last quarter of the year, 
To prevent the banks’ increased resources from producing higher 
profits, the authorities have exercised a strict control over the dis- 
tribution of assets. The trading banks have not been allowed to 
subscribe to war loans, and their surplus funds have thus been 
canalized into two assets: Treasury bills and special wartime deposits 
with the Coansenieniith Bank. Unlike our own Treasury deposit 
receipts, the latter are not a liquid asset but are non-callablé. 

The result has been that while securities have remained virtually 
stabilized for the past year, low-interest bearing assets have risen 
steeply. Up till the end of 1941 advances were well maintained, 
and they still represent a far highe ‘r proportion of deposits than in 
other Empire countries. But a decline now seems to have set in, 
for the same reasons which have become familiar in this country. 

Economic conditions as a whole have been dominated by the 
fact that Australia has reached and passed a state of full employ- 
ment. During 1942 it has been a question of diverting resources 
from peacetime to wartime operations. The number of persons 
directed into war work during the year was close on half a million, 
and unemployment fell to a negligible proportion of the working 
population. All this finds its reflection in Australia’s war Budgets. 
In 1941-42, the expenditure of the Commonwealth Government 
amounted to £A 420.9 millions, of which £A 319.5 millions repre- 
sented war costs. The former figure compared with a Budget estimate 
of only £A 325 millions. In the current year the advance is even 
more rapid. expenditure, at the time of the September Budget, 
was estimated at {A 549 millions, including {A 440 millions of war 
expenditure. Last February, however, this estimate had to be 
drastically revised. Expe nditure in Australia is now set £A 70 
millions higher at £A 460 millions, and expenditure overseas {A 30 
millions higher at {A 80 millions. The total estimate of war costs 
is thus raised by £A 100 millions to £A 540 millions, the grand total 
of expenditure being £A 652 millions. 

At the time of the ‘original Budget for 1942-43, Mr. Chifley intro- 
duced new taxes to bring in no more than £A 14.2 millions in a full 
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year, though additional taxation imposed earlier in 1942 was ex- 
pected to yield {A 58.5 millions. The Budget additions were solely 
in the form of indirect taxation, and there was a considerable amount 
of criticism at the absence of any increase in income tax to mop up 
excess purchasing power. The Government attempted to meet this 
criticism, in part, last February, when it proposed changes in 
income tax designed to yield £A 40 millions in a full year. The 
ultimate purpose of this addition was to found a fund for a National 
Welfare Scheme, somewhat on the lines of the Beveridge plan—and 
it is interesting to note that the Government contemplate financing 
this entirely from taxation, without the system of individual con- 
tributions maintained under the British plan. It is intended to 
introduce only a part of the scheme now, so that credit balances will 
be available for temporary wartime finance. This addition to taxa- 
tion would raise the estimated revenue for the year to {A 262 millions, 
still leaving as much as £A 390 millions to be borrowed. Fortunately, 
the Government is now taking more seriously the question of direct 
physical controls on spending. Considerable measures of price 
control have been adopted, and Australians are now at any rate 
subjected to rationing of clothing, tea and sugar. This process will 
obviously have to be carried further if surplus purchasing power is 
really to be immobilized, but it is satisfactory that the volume of 
retail sales was beginning to fall fairly rapidly at the end of last year. 
In addition, the index of retail prices for food and groceries began 
to show a declining trend at about the same time. 

Judging from the increase in the Commonwealth Bank’s sterling 
funds, Australia’s external position is rather more satisfactory. It 
is, however, impossible to reach any definite conclusion on this point, 
since certain obligations to the United Kingdom are being left for 
post-war scttlement. In the current year the Commonwealth expects 
to finance {A 80 millions of its overseas war expenditure from its 
own resources, but total liabilities are likely to exceed this sum. 

AUSTRALIAN TRADING BANKS 
(£A millions, Average of Weekly Figures) 


January, Change on Change on 

1943 Quarter year 
Deposits .. +a o% 23 + 20.5 + 43-5 
Cash “ aa +“ os 46.4 — 9.4 + 0.8 
Treasury bills... Pe a“ 70.7 + 20.1 + 20.4 
Securities .. as “a " 61.1 + 1.2 + 1.0 

Deposits with Commonwealth 
Baek .. ne ae = 71.0 + 26.3 + 54.0 
Advances .. “s és oo £60.2 — 15.0 — 29.2 
COMMONWEALTH BANK 

February Change on Change on 
1943 Quarter Year 
Note circulation iis 33 126.1 + 9.8 + 42.9 
Deposits .. xe - -. 248.8 + 34.8 + 89.2 
Sterling Funds .. ig es 76.8 + 0.5 + 22.5 
Securities .. ws ee o. 27.5 + 42.2 + 121.5 
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The New Zealand trading banks have experienced an even greater 
proportionate expansion in deposits than the Australian. This has 
been accompanied by a similar increase in liquidity, but whereas 
in Australia the additional deposits have been employed in short- 
term lending to the Government, in New Zealand they are mainly 
represented by higher cash holdings. It is true that securities have 
risen quite substantially, but this has been little more than adequate 
to offset the decline in advances. In contrast to the trend of bank 
deposits, the Reserve Bank’s note circulation has risen less rapidly 
than that of the Commonwealth Bank of Australia. 

War expenditure and an export surplus have been responsible for 
the increased rate of credit expansion. Last year’s Budget estimated 
war costs at {NZ 133 millions, an increase of no less than {NZ 80 
millions over the previous year’s figure. A large part of this, of 
course, represented expenditure overseas, for which {NZ 46 millions 
was to be borrowed from Great Britain. In addition, Lend-Lease 
assistance was placed at {NZ 10 millions. With revenue on the 
existing tax basis estimated at only {NZ 27 millions, a deficit of 
{NZ 50 millions remained, and it was proposed to obtain {NZ 14.4 
millions from taxation and the rest from borrowing. 

Thanks to the wartime agreement with Great Britain, New 
Zealand was able to increase her exports to {NZ 76.1 millions in the 
first eleven months of 1942. This compares with {NZ 62 millions 
in the corresponding period of 1941. At the same time imports rose 
from {NZ 44.7 millions to {NZ 47.3 millions. This increase was 
largely due to the mounting requirements of New Zealand’s war 
industries for essential equipment and materials. As a result of this 
highly favourable balance, the Reserve Bank’s holdings of gold and 
sterling exchange nearly doubled over the year, and New Zealand 
has recently been able to repay another £{NZ8 millions of her 
indebtedness to the United Kingdom. 

These influences have naturally had an expansionist effect on 
New Zealand’s credit structure, as the banking figures reveal, but 
they have not been permitted to have inflationary consequences. 
New Zealand started the war with a number of controls already in 
operation, and they have been steadily expanded. Apart from the 
usual measures of rationing and price control, a comprehensive plan 
has been devised, similar to that adopted in Canada, for “‘ freezing ”’ 
wage rates as well as prices. The proposal is to control the prices 
of about 150 necessaries, including rents, which enter into the cost 
of living. At the same time, wages are pegged at present levels and 
only to be adjusted in accordance with changes in the cost of living. 
Stabilization of both would go far to prevent inflation, but the 
solution can only be found in comprehensive rationing. The size of 
the problem is indicated in the Prime Minister’s estimate that the 
supply of consumer goods has fallen by £NZ 40 millions, while the 
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national income has increased by {NZ 50 millions. This trend will 
obviously continue. 


NEW ZEALAND TRADING BANKS 
(£NZ millions, last Monday in month) 


September, Change on Change on 

1942 Quarter Year 
Deposits .. - ‘5 ne 94.6 - 6.1 + 15.6 
Cash ki oe oe sic 26.3 + 4.9 + 11.8 
Overseas Assets .. z ea 13.8 + 1.2 ++ 2.9 
Securities .. = is -~ 31.0 + 2.8 _ 6.9 
Advances .. ne? Re 42.4 — 1.9 — 5.4 

RESERVE Bank OF NEW ZEALAND 

December, Change on Change on 

1942 Quarter year 
Note Circulation ss <t 30.8 + 4.0 -- 6.2 
Gold and Sterling a ah 29.4 — + 13.3 
Advances to State 28.8 + 3.0 + 3.3 


The position of South Africa remains very different from that 
of the other two Dominions. Internally she has devoted a smaller 
proportion of her national income to the war, while externally the 
ready outlet for her gold production has provided her with an 
increasing foreign exchange surplus. During the past year imports 
fell from {SA tor millions to {SA 84 millions and marked 
scarcity of certain consumer goods has been accompanied by a 
substantial rise in prices. External circumstances have, in fact, 
governed the Union’s credit expansion. Last year commercial bank 
deposits increased more than twice as much as in 1941, and the 
advance is proportionately greater than in either of the other two 
Dominions discussed. At the same time the rise in the note circula- 
tion has been considerable, though not quite so great as in Australia. 
Since increased liquidity has lowered the demand for advances, 
while investment outlets have been limited, the commercial banks 
have been obliged to re-deposit almost the whole of their additional 
funds with the Reserve Bank. The small increase in securities over 
the year has merely served to offset the decline in advances. 

Part of the export surplus arising out of gold sales, which has 
produced these expansionary conditions, has been employed in the 
repatriation of sterling debt. With the collaboration of the British 
Treasury the first call-up of South African securities was made at the 
end of 1941. In the first instance, transfer is effected by the Reserve 
Bank paying gold to the British Treasury for the vested securities. 
The second stage is that the Union Government purchases the stocks 
from the Reserve Bank for cancellation. In order to do this the 
Government borrows internally, thus counterbalancing any infla- 
tionary tendencies. With the virtual elimination of the Union’s 
sterling debt, this method of relief from a mounting export surplus 
is no longer available. Except for the repatriation of mining capital 
future export surpluses will presumably be retained in the form of gold. 
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Last year South Africa’s expenditure totalled {SA 93.6 millions, 
while revenue was sufficiently buoyant to produce a small surplus 
of {SA 5.2 millions. In the current fiscal year expenditure from 
revenue is placed at {SA 100.5 millions, while war expenditure is 
expected to rise from {SA 72 millions to {SA 96 millions. With the 
successful conclusion of the war in North Africa it may be that this 
will prove to be an over-estimate. At all events, taxation on the 
existing basis was only expected to produce {SA 90.8 millions, so 
that additional taxes to bring in {SA 9.7 millions were announced 
in last February’s Budget. These include the raising of the war- 
time levy on gold mines and an increase in the tax on dividends 
paid to non-resident shareholders. 


SouTH AFRICAN COMMERCIAL BANKS 
(£SA millions) 


December, 31st Change on Change on 

1942 Quarter Year 
Deposits .. “ ‘a .. 197.0 + 11.3 + 51.1 
Advances .. na a xa 38.3 — 1.8 — 3.8 
Securities .. as as ‘a 53.1 + 1.4 + 4.1 
Balances with Reserve Bank .. 98.4 + 19.7 + 49.1 

RESERVE BANK 

March, 5th Change on Change on 

1943 Quarter Year 
Note Circulation .. a a 39.4 + 1.8 + 10.9 
Gold ‘ id sie ou 61.9 — 12.9 + 15.3 
Investments and other Assets .. 82.5 + 12.8 + 24.3 


Although a certain number of wartime controls have been 
imposed the consequences of an abundance of money and a scarcity 
of consumer goods are constantly becoming more apparent. South 
Africans are finding one employment for their money in the purchase 
of gold mining shares in London—another form of repatriation. 
For the rest, prices are rising, and shortages are becoming more 
acute. The official index of retail prices has risen as follows: 
December, 1939, 1,004; 1940, 1,044; IQ4I, 1,106; 1942, I,202. 
It will be seen that the rapidity of the advance has increased con- 
siderably over the past year. Price control has only been applied 
to a small number of goods, and rationing is regarded as impracticable 
for a country in the position of South Africa. Voluntary rationing 
schemes and restricted shopping hours have been introduced to 
help cope with the problem, but depletion of stocks is becoming 
serious. One consequence has been the jump in prices for second- 
hand goods. Regulations restricting the prices of such used articles 
as motor cars, agricultural implements, machinery and equipment, 
refrigerators, crockery, furniture, industrial machinery and radios 
have now been imposed. Such measures cannot, however, ensure 
equitable distribution, and unless rationing can be introduced it is 
difficult to see how the situation can fail to deteriorate. 
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Latin-America Piles up Dollars 


HE very great Allied demand for strategic and other essential 

products from Latin-America—intensified by the loss of Far 

Eastern sources of supply—might have resulted in virtual 
boom conditions in Latin-America’s export trade in 1942 had it 
not been for two restrictive factors, namely the shortage of shipping 
and of fuel. The inadequacy of shipping facilities has naturally 
been aggravated by the increasing demand upon North American 
shipping for service in the various theatres of war, whilst this shortage 
in itself has led to a tendency to avoid heavy and bulky cargoes, 
including coal and other fuel. At the same time, a much increased 
demand for fuel has arisen from the great intensification of in- 
dustrial activity in Latin-America, in an endeavour to supply local 
markets with articles which could no longer be imported in sufficient 
volume to meet demand. The net result has been an abnormal 
trading position, which may be further aggravated during coming 
months, particularly should the shortage of both internal and 
maritime transport remain unrelieved. Assisted by very considerable 
natural wealth, the position of Latin-America nevertheless compares 
favourable with most of the rest of the world. 

In present circumstances there is of course an increased tendency 
in Latin-America towards economic self-sufficiency in the form 
of greater trading between Republics themselves, in an effort to 
purchase from neighbouring countries the supplies no longer obtain- 
able elsewhere or to find markets there for exportable products. 
The bulk of oversea trade has been with the United States. The 
restricted wartime trade with the United Kingdom has, generally 
speaking, followed the well-known lines, diversified by British 
purchases of products needed for the war effort. The large cash 
balances in dollars (and to a lesser extent in sterling) arising from the 
excess of exports can be used only to a small extent to pay for 
imports, which are largely unobtainable. Foreign bondholders are, 
therefore, increasingly interested in the question whether such 
balances could not be used to better the remittance situation. 

All the above tendencies have been clearly evident in Argentina. 
The total value of cheque clearances in the City of Buenos Aires 
rose in 1942 to 55.4 million pesos, against 48.3 millions in 1941 
and 41.1 millions in 1940, the expansion reflecting partly the rise 
in prices, but also increased internal activity, particularly in local 
industries. The physical volume of Argentina’s industrial pro- 
duction in 1942 was 55 per cent. over that for 1935. With the 
increase in prices, the gross value was more than double, at 7,000 
million pesos. Significantly enough, this compares with a gross 
value of farming production (in past years the chief economic prop) 
only half as great, at 3,500 million pesos. This sharp change in 
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Argentine economy, however, should not lead to unjustified con- 
clusions, as the purchasing power derived from farming has a pre- 
dominant influence on all industries. 

The trade figures for 1942 show that the volume of imports fell 
on 1941 by 30 per cent. and that of exports by 15 per cert. 
Argentina’s imports per head were in fact the lowest for any year 
in the last half century. Due to higher prices, however, the total 
market value of imports was practically unchanged at 1,274 million 
pesos, whilst that of exports increased by no less than 22 per cent. 
to 1,783 million pesos. The favourable trade balance was thus 
about 509 million pesos, against 188 millions in 1941. Assisted by 
the continued influx of foreign funds and by freight receipts of the 
new State Merchant Fleet, Argentina’s balance of payments as a 
whole is computed to have been favourable in 1942 to the extent of 
503 million pesos (after repatriating 135 million pesos of public and 
private debt). This compares with 480 million pesos in 1941, an 
adverse balance in 1940 of 65 million pesos, and a favourable balance 
in 1939 of 159 million pesos. 

The balance of 503 million pesos in 1942 largely represented 
‘free ’’ currenc ic s (mainly dollars), though 207 millions represented 
‘compensation ”’ (blocked) currencies in respect of Argentina’s net 
favourable balance with the British Empire, and this despite the 
further repatriation of Argentine public and private debts in the 
Empire, valued at 85 million pesos. The Argentine Central Bank, 
in its report for 1942, states that sterling balances in London had 
accumulated to the equivalent of 295 million pesos. In the aggregate, 
the equivalent of 123 million pesos in public and private securities 
had been repatriated. Even though the value of the blocked pounds 
is guaranteed by the British Government by the equivalent of a 
gold clause, the Central Bank considers that a solution of this problem 
is advisable in view of the magnitude of the figures. In particular 
it points out the favourable opportunity to Argentina to repatriate 
a further part of her foreign debt. It wants a ‘finance ial policy that 
would control the expansion in purchasing power, particularly by 
reducing fiscal expenditure and combating Budget deficits. Gold 
stocks in Argentina totalled nearly 2,000 > million pesos at end 1942. 
The propo tion of gold and foreign exc : to notes in circulation at 
end-lebruary, 1943, was about 135 per cent. A recent decree 
imposes control of imports of foreign capital, except when destined 
for permanent constructive investment. 

Argentina’s powers of resistance to the present international 
crisis are reflected in the fact that business is very active, commercial 
failures insignificant and the stock market buoyant, whilst the 
banking system shows a high degree of liquidity, with a prudent 
attitude towards loans. The prolonged drought—which affected 
Argentina, Uruguay and Southern Brazil—ended in March in time 
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to restore livestock to good condition. This is all the more fortunate 
because of the increased exports of pastoral products (particularly 
meat) which have offset lower shipments of grain. Wheat and linseed 
were harvésted before the drought ; but w hilst there has lately been 
more export demand for linseed, there are still large unsaleable 
stocks of wheat. Certainly, the coming maize crop will be largely 
lost because of the drought, but this means, among other things, 
that the Government will be spared the expense of purcha sing from 
farmers maize for which there might be no outlet abroad. 

Sterling rates for most South American currencies were unaltered 
in 1942 under existing payments agreements with Britain. It is 
to be noted that, whereas the free rate and sundry buying rates in 
Argentina have recently been lowered, there is no change in any 
official selling rates of exchange. Any changes would presumably 
be made by triangular arrangement with New York and London. 

Uruguay normally records a favourable balance of trade, but 
this swung over in the last months of 1942, so that the year closed 
with an adverse balance of U.S.$7,441,000 against an active figure 
of U.S.$7,710,000 in 1941. The total value of imports in 1942 was 
practically unchanged at U.S.$63.7 millions, but exports fell by 
21 per cent. to U.S.$56.2 millions. This position, however, was 
mainly due to delayed wool exports. It is quite possible that under 
the recent wool sales agreement with the U.S.A., the balance may 
since have swung round to the favourable side again. Inflationary 
tendencies have not been mat ‘ked in Uruguay. Figures of note 
circulation, sight deposits, and cheque clearances for 1942 show but 
little advance on 1941, whilst gold stocks are high and the currency 
reserve position strong. Fiscal stability is the consistent aim of 
the Government, and increased taxes—including one on banking 
operations—have been imposed to help balance the Budget. There 
appears at present, however, little chance of any ieee improve- 
ment in the somewhat difficult business situation which has resulted 


from the recent drought with its adverse effects upon cattle-farming 
the chief industry. Other difficulties are. the acute shortage of 


imported fuels, raw materials and manufactured articles. 

Chile, Bolivia and Mexico have continued to benefit by the 
intensified U.S.A. demand for strate gic metals, etc., while the 
Alli *] demand at higher prices for cotton and other products has 
caused Peru’s foreign trade to run at record high levels. The Lima 
xchange market has continued to avoid any form of control, 
cting a favourable trade balance for 1942 of 156 million soles, 
following upon one of 136 millions in 1941. Agricultural interests 
in Peru are prosperous and local industries have had several very 
favourable years, whilst industrial stocks and Government securities 
alike have reached new high levels. There has been no unemploy- 


ment, as the Government programme of public works is continuing 
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on a scale sufficient to provide work for any surplus male labour. 
Chile’s entire production of minerals is being acquired by the 
U.S. Metals Reserve Corporation. Large shipments of copper and 
nitrate (as also of agricultural products such as wool and frozen 
meat) to the United Nations resulted in exports rising in 1942 to a 
total value of 862.8 million pesos of 6d. (gold), against 767.9 million 
pesos in 1941. With a slight increase in imports, the recorded— 
but not fully effective—balance of trade in 1942 was 241.2 million 
pesos, against 243.1 million pesos in 1941. Though internal business 
and the manufacturing industries have continued active, national 
production on the whole showed, however, no expansion in 1942. 

The note circulation, on the other hand, rose during the year 
from 1,744 million pesos to over 2,200 millions, of which almost 80 
per cent. was in the hands of the public, whose currency holdings 
are at least 400 million pesos in excess of needs. Prices have in 
consequence risen more steeply than in any other American country. 
Apart from the inflationary effects of the conversion of large dollar 
balances, the Central Bank claims that inflation has been accentuated 
by the Government’s calling upon the bank to undertake credit 
operations which are not proper to its functions. The new Govern- 
ment under President Rios, however, appears to have the matter 
well in mind. Already emergency measures, including the control 
of profits, prices and wages, have been advanced, whilst the Govern- 
ment policy is to utilise the excess exchange funds and enhanced 
purchasing power to develop national industries and so increase 
national production. 

Since Brazil entered the war, her economic ties with the United 
Nations have become exceptionally close, assisted by immense and 
varied natural resources. Her vast reserves of coal, iron-ore, bauxite, 
and other materials are being intensively developed with US. 
technical and capital assistance, as are also the rubber plantations. 
Changes in the Brazilian economic structure are even more remark- 
able than in most other South American countries. The value of 
industrial production alone—particularly textiles—was in 1942 double 
that of 1940, and an extensive trade in manufactured goods is now 
conducted with many neighbouring countries and even as far afield 
as South Africa. Although actual shipments are, of course, de- 
pendent upon the supply of shipping, the U.S.A. has recently agreed 
to purchase from Brazil commodities to a total value of 9,000 
million cruzeiros, equivalent to approximately {112,500,000 sterling. 
These commodities include, among others, rubber, coffee, tyres, 
vegetable oils, iron-ore, hessians, cocoa, cotton, linters, Brazil nuts, 
rock crystal and mica. 

For security reasons, Brazil has not published foreign trade 
figures since April, 1942. There is little doubt, however, ‘that the 
year again closed with a satisfactory favourable balance, following 
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upon an export surplus some {15,000,000 for the year 1941. In fact, 
Brazil’s favourable balance against the U.S.A. alone in 1942 is 
reported by Washington at U.S. $76,247,000 against U.S. $35,744,000 
in 1941. Smaller shipments of coffee and cotton, etc., were offset 
by higher prices, whilst there was a much increased volume of other 
farming and mineral products. 

Government control of economic activities in Brazil is now 
widespread. Special fiscal measures include the issue of bonds for 
the equivalent of about £50,000,000 sterling, to which all income- 
tax payers are obliged to subscribe. Although the milréis was 
replaced in November, 1942, by the cruzeiro as the unit of currency, 
there was no alteration in the exchange value. Brazil’s note circula- 
tion increased by a further 24 per cent. during 1942 to 8,230 million 
cruzeiros. While this was partly due to intensive internal develop- 
ment, there has been considerable rise in the cost of living. Certain 
anti-inflation measures have been introduced, but a brake upon 
potential production must continue to be exercised by inadequate 
transport facilities and difficulties in obtaining imports (especially 
raw materials, such as heavy chemicals, for the manufacturing 
industries). 

Up-to-date statistics of the Brazilian banking movement are not 
available. In September it was considered necessary to declare an 
eight-day bank holiday and moratorium of commercial debts. The 
figures of the Bank of Brazil show that one of the principal reasons 
for taking such an important step was the dangerously low level of 
the Bank’s cash (Cr$300 millions), which amounted to only 4.39 
per cent. of total deposits, compared with an average of 11 per cent. 
for 1940 and 8 per cent. for 1941. The necessity of raising this figure 
to a more orthodox proportion will be still more evident when it is 
mentioned that other banks’ deposits with the Bank of Brazil 
amounted to three times the total of cash in hand held by the Bank. 
By the end of October, however, the Bank’s cash had already been 
raised to Cr$1,328 millions, or 17 per cent. of total deposits. At the 
end of September last assets held abroad amounted to the substantial 
total of Cr$2,540 millions, against only Cr$420 million at September, 
1941. This represented mainly the accumulation of balances abroad, 
mostly with the U.S.A. Purchases of gold in that country brought 
the total down to Cr$708 millions at 31st October, 1942, but by 
February, 1943, it was again above Cr$3,000 millions. 

Ecuador benefits from good demand for cocoa and other crops 
and from North American de velopment projects, as do the Northern 
and Central Republics of Latin-America in general. All have as a 
result a surplus of dollar exchange. Geographical proximity to the 
North American market assists Central American sales of coffee at 
high prices, especially from Colombia. The large active trade 
balance of this country has enabled exchange restrictions to be 
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relaxed in many directions, whilst the rhythm of inflation has been 
slowed down by a severe increase in taxation and the issue of Govern- 
ment bonds, investment in these being made compulsory on banks, 
insurance companies and other important concerns. 





United States War Finance 


ISCUSSING exchange restrictions, the White Paper on the 

Keynes plan says that the clearing union would be “ consistent 

alike with the type of exchange control now established in the 
United Kingdom or with the system now operating in the United 
States.”” To many people in this country, it will probably come as 
news to learn that the United States have a system of exchange 
control at all. Possessing over $22,000 millions of gold, the United 
States could, after all, view with indifference the emergence of an 
adverse balance of payments for almost an indefinite period ; while 
even in wartime, capital is much more likely to flow towards the 
United States, or to remain there, than to seek refuge in other 
countries and currencies. As is to be expected, therefore, American 
attempts at control have, in fact, been along somewhat different 
lines from those in this or‘any other country. To begin with there 
was enacted, commencing in April, 1940, a series of “ freezing’ 
orders under Execution Order No. 8389, aimed at preventing the 
Axis powers from obtaining control over the property, situated in 
the U.S.A., of the nationals of the occupied countries. An account 
of these orders was given in THE BANKER of November, 1941.* All 
that need be recapitulated here is that the prope rty in the U.S.A. 
of the nationals of all the countries of continental Europe has been 
blocked as a result of this legislation and can only be released in a 
small minority of cases subject to stringent sé ifeguards. 

The other development which is of interest from the point of 
view of capital control technique is the census which has been 
instituted of all foreign-owned property. In the words of the U.S. 
Treasury announcement, “reports are required concerning all 
property, subject to the jurisdiction of the United States, which is 
foreign owned or in which a national of a foreign country has an 
interest, regardless of whether such property be a to a foreign 
country or a foreign national whose assets have been frozen under 
Executive Order No. 8389. The census will reveal the amount of 
property in this country owned by citizens of the british Empire 
and Latin-America. . . (It) will furnish the most complete informa- 
tion ever obtained with respect to foreign owned property.” 

Although this American experiment has sprung from the 


° See “Ame Tica’s Foreign F unds C ontrol,” by David Sachs. 
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exigencies of war, its most useful application will surely be in con- 
nection with the new international exchange system, for there is now 
widespread agreement, irrespective of the merits of particular schemes, 
that much greater knowledge is required of each country’s foreign 
assets and liabilities. The British Plan calls for a register of the 
size and whereabouts of the aggregate debtor and creditor positions 
respectively, and an indication whether it is reasonable for a particular 
country to adopt special expedients as a temporary measure to 
assist in regaining equilibrium in its balance of payments. Similarly, 
the U.S. plan enjoins member countries as a matter of policy, “ to 
make available . . . full information on all (foreign owned) property 
in the form of deposits, securities and investments.’’ To some extent, 
of course, such information has already been painfully pieced 
together in a number of countries in connection with the problem of 
balances of payments, but the results are often at best fragmentary 
and subject to substantial qualifications. To cite but one instance, 
no estimate—to say nothing of an official statement—is available 
of the balance of payments of so important a creditor country as 
Switzerland. Clearly, if talk of international economic co-operation 
is to be taken seriously, such gaps in our knowledge must be closed. 

A comprehensive census on the American pattern has another 
most useful post-war application, nameny in helping to track down 
the property which the Axis nationals have looted in the occupied 
territories and hidden away in neutral countries. For the purposes of 
the census, property is classified into the following categories : 
(A) Bullion, currency and book deposits. (B) Securities, including 
warrants, scrip, rights and options. (C) Cheques, drafts, banknotes, 
acceptances and all forms of indebtedness in favour of a foreign 
national. (D) Miscellaneous personal property, including warehouse 
receipts, bills of lading, options and futures in commodities, liens on 
and claims to personal property not otherwise classified. (EE) Real 
property, mortgages and other Ti ghts to land. (F) Patents, trade- 
marks, copy ris shits % and franchis (G) Interests in estates and trusts. 
(H) Partnership on a profit foals agreement. (I) Insurance policies 


and annuities. (j) Other property. 

No details of the results of this census are yet available, but last 
year it was reported that blocked assets alone in the U.S. amounted 
to more than $7,000 millions. Some guide to the order of magnitude 


of the dollar balances which South American countries are piling up 
is furnished by the 1942 report of the Export-Import Bank of 
Washington. This stated that Chile’s favourable balance in 1942 
amounted to $100 millions, against $64 millions in 1941 ; Argentina’s, 
to $78 millions, against $58 millions ; Brazil's $76 millions, against 
$36 millions ; Columbia’ s $49 millions, against $12 ntillions—a total 
for the four countries of $303 millions, following $170 millions in 1941. 

Control is also being exercised, by way of the licencing system, 
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over U.S. property located abroad. Thus a US. citizen wishing to 
effect a switch from one sterling security to another requires a U.S. 
Treasury licence. This is not to suggest that there now exists an 
American counterpart of the U.K. Defence (Finance) Regulations, 
since the control appears to be exercised rather to secure conformity 
with the U.S. Trading with the Enemy Act. 

Banking trends for 1942 reflect the extremely rapid expansion in 
the United States war effort. The main influence on the system 
continues to be the growth in the Government debt, which at the end 
of March, 1943, amounted to $120,000 millions, compared with 
$68,000 millions at the end of March, 1942. By the beginning of May 
Reserve Bank holdings of Government securities amounted to 
$6,531 millions, against $2,436 millions a year earlier, while in the 
year to March, 1943, those of the re porting member banks increased 
from $12,885 millions to $26,753 millions. The two movements are 
not unrelated. With the soning down of gold imports and the 
expansion in the demand for bank credit, member bank excess 
reserves have fallen sharply from their former peak levels. Some 
expansion in Reserve Bank Credit has therefore been necessary to 
maintain the cash reserve of the system at a level sufficient to enable 
the member banks to absorb additional holdings of Government 
bonds. It may be noted that, in addition to the increase in Reserve 
Bank holdings of Government bonds, their holdings of bills also 
increased from $2,454 millions to $6,560 millions over the twelve 
months to May 6, 1943. The reserve ratio of these banks consequently 
declined over the year from go per cent. to less than 76 per cent., but 
this naturally still leaves a very ample margin for any further credit 
expansion that the war effort may require. 

On the other side, adjusted demand deposits of reporting member 
banks rose to $31,848 millions, against $24,197 millions a year earlier, 
while money in circulation totalled $16,252 millions, a rise of $4, 659 
millions. Over the same period, the excess reserves of member banks 
were practically halved, at $1,520 millions against $3,000 millions. 

The monetary gold stock continues to* decline, though very 
gently, the fall during the year ending March last amounting to 
$96 millions. Since June, 1941, the United States have exported 
on balance $856 millions of gold. The monetary gold stock, however, 
has declined by only about $200 millions over this period, being 
fed by purchases of domestically mined gold and by releases from 

earmark. Under the latter heading, however, it is known that in 
certain cases, notably that of Switzerland, gold continues to be 
placed under earmark for foreign account. 

Though the past year has seen very considerable monetary 
expansion in the U nited States, this does not appear by any means 
excessive having regard to the even more striking acceleration in the 
rate of war expenditure. Indeed, the finance of Government spending 
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through the banking system was until quite recently justified by 
the fact that the additional resources required for the war effort 
were still forthcoming very largely from the increase in the total 

roduction due to the absorption of unemployed resources and the 
working of longer hours. It is estimated that some two million 
persons previously unemployed were drawn into production, quite 
apart from a large addition to the labour force by the additional 
employment of women. 

Thus, the Economist has estimated that, even in 1942, consump- 
tion was still somewhat higher than in 1939, while a small addition 
was even made to capital, as will be seen from the following table, 
comparing the real sources of war finance in this country and in 
the United States. The figures are expressed, as will be seen, as 
percentages of pre-war national income (i.e. 1938 income in this 
country and 1939 in the United States) : 


(Pre-War Gross National Income = 100) 


United Kingdom United States 

1938 1942 1939 1942 

Consumption ay 72.2 61.0 70.4 79.1 
Government .. re m3 15.1 63.5 ty 63.6 
Capital E27 = £5 12.5 8.5 
Gross National Income ae 100.0 120.0 100.0 I51.2 





Banking in Occupied Countries 


URING the past twelve months, the banking situation in 
German-occupied Europe has undergone no fundamental 


changes, but the tendencies which have been in operation 
ever since Germany has assumed control have become accentuated. 
The process of acquisition of German control over banks in German- 
dominated countries continued, notwithstanding the various Allied 
declarations that after the liberation of Europe such acquisitions 
would be cancelled. The leading German banks, and even some of 
the secondary banks, have continued to extend their network of 
connections over territories under German military or political 
control. A new development has been the attempt to entangle 
various occupied countries with each other, so as to make the work 
of disentanglement even more difficult. Thus, Dutch financial 
interests have been forced to invest in Eastern Europe, while 
French bank, the Banque de |’Indo-Chine, has been given a large 
participation in a leading Dutch bank, the Netherlands Trading Co. 
The process of inflation in German-occupied countries became 
accentuated during the year under review. In the case of France, 
the burden of occupation costs has been increased considerably, 
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following upon the completion of the occupation in November last. 
In other countries, the costs of the fortification of the coastline have 
been added to occupation costs proper. The result has been a record 
increase of the note circulation in almost every German-dominated 
country. In most of them, the monetary authorities have made 
efforts to absorb the surplus purchasing power produced by the 
German methods of exploitation. To that end, some of them have 
resorted to decidedly unorthodox methods. Even so, only a small 
part of the surplus could be absorbed, and the rest is producing 
strongly inflationary effects. This tends to increase the turnover of 
the banks, and their deposits have reached new record levels. On 
the other hand, their overheads have also increased. Their profits 
on Stock Exchange transactions have declined owing to the stringent 
measures of restriction imposed in most German-occupied countries 
to prevent the rise in share prices that would be the natural corollary 
of inflation. Nevertheless, owing to the large turnover, net profits 
are kept up. 

The frozen clearing balances of occupied countries on their 
German clearing accounts continued to grow, though not on the 
same scale as during the previous year, owing to the fact that the 
supplies of goods available have declined. Nevertheless, the acquisi- 
tion of further milliards of Reichsmarks in exchange for goods 
sorely needed in their countries of origin constituted an important 
inflationary factor affecting the monetary and banking position in 
German-occupied Europe. 

Conditions in  Japanese-occupied countries have changed 
materially during the past twelve months. The first crude financial 
measures of issuing military notes were followed by the adoption of 
more sophisticated financial devices. The liquidation of European- 
owned banks has been carried through, and the South Seas Develop- 
ment Bank, the Yokohama Specie Bank and the Bank of Taiwan 
have opened branches to take their place. Together with the 
Japanese bank branches existing before the invasion, they are 
unable to replace adequately the banking facilities destroyed by the 
closing down of European banks. 

T 


In the monetary sphere, the Japanese authorities devalued the 


Dutch East Indies guilder, the Straits dollar and the Burmese rupee 
to par with the yen. ‘They demonetized altogether the Hong Kong 
dollar after devaluing it to the level of four to one yen. They also 
devalued the Indo-Chinese piastre, which now also forms part of the 
yen bloc. The intention of the Japanese Government is to replace 
the old currencies by notes issued by the South Seas Devel Jopme ent 
Bank in the conquered countries of the South Western Pacific. 
Japan has bane following the German methods of exploitation, 


but lack of shipping space has prevented her so far from taking full 
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advantage of her methods. Accordingly, her clearing accounts do 
not as yet show very large debit balances in favour of the conquered 
countries. Nor are occupation costs as heavy as in Europe, owing 
to the fact that the Japanese occupation armies are much smaller and 
their standard of living is much lower. Consequently, there is no 
universal inflationary trend in Japanese-occupied countries com- 
parable with the trend prev vailing in Europe. In fact, in some 
countries deflationary factors are in operation. In others there is a 
rising tendency of prices, largely as a result of the devaluation of the 
currency. 


Correspondence 


On Foreigners Taking Advantage 


To THE Epitor oF “ THE BANKER’ 
SIR, 

The article by Mr. G. L. Schwartz in your May issue deserves wide 
consideration, if only because the argument advanced towards the 
end in reg gard to Japanese competition points to the main problem 
which confronts us in post-war reconstruction. The argument that 
it is physically impossible for a nation of 90 million people to capture 
all the trade of a world of 2,000 million, and that even if the Asiatic 
should succeed in taking all he can tackle there would still be enough 
left for his western brother, is incontrovertible. It cannot, however, 
remain where Mr. Schwartz left it, because business men will tell 
him that they have learned from experience that Japanese and 
similar competition does result in the loss of markets and there are 
no others now remaining to be exploited. 

The reason is that markets have hitherto only been skimmed and 
a great proportion of the 2,000 million people have requirements of 
a very primitive order and so make little or no demand on the 
world’s goods. How to convert this potential demand into an 
effective one, therefore, is the first problem that faces us. If we can 
do this, all schemes of international finance will fall into their true 
place of secondary importance. If on the other hand we fail to do 
it, then the best laid schemes of the financial experts will avail us 
nothing. 

No doubt Mr. Schwartz knows this and it is to be hoped he has 
another article up his sleeve indicating the way towards a solution, 
for obviously the old ways are not sufficient. 

Yours faithfully, 
CHAS. H. BATES. 

43 Fleet Street, E.C.4. 
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The Dollar and Its Sign 
By E. R. Walker 


ECENT discussion in Parliament has touched on the origins 
R« such esoteric monetary units as the besant and the talent. 

What of the origins of that far more familiar unit, the dollar ? 
About the word “dollar” there is no great mystery. For the 
origin of the word, it is necessary to turn back to Bohemia in the 
early sixteenth century, where in 1516 a rich silver mine was 
discovered in Joachimsthal (Joachim’s Dale). The owner of this 
mine, the Count of Schlitz, caused a large number. of silver coins 
to be struck bearing an effigy of St. Joachim. The first of these 
coins were dated 1518, and they became known as “ Joachimsthalers,” 
which rather lengthy name was subsequently shortened to ‘ thaler.” 
From that time onwards silver thalers were current in Germany 
at various values until 1873, when the mark was substituted for 
the thaler. In those early and troubled times when currency 
systems were in their infancy, some coins, because of their intrinsic 
value, appearance, and other qualities, came to have a circulation 
far beyond the confines of the country in which they were first issued, 
and a number of silver thalers would doubtless find their way to 
this country. It is easy to imagine how English attempts to 
pronounce the German “ thaler’’ would produce the word dollar, 
and its first use in English was as applied to this coin. 

Having traced the word dollar into the English language, the 
next step is to discover how it was taken across the Atlantic, and 
at this point the German influence gives place to the Spanish. 
In the same way that the German thaler had come into this country, 
so also had that romantic coin the Spanish “ piece of eight,’’ and 
this coin also was commonly referred to as a dollar—probably 
because it was similar to the thaler in size and weight. These pieces 
of eight were, of course, current in the Spanish American colonies, 
and were very largely used in the British North American colonies, 
so that the way in which the word dollar reached North America 
can easily be seen. In fact, the Spanish dollar was the real unit 
of trade in the early days of the United States, and the Coinage 
Act of 1792 merely legalized this fact, establishing the dollar as 
the unit of American currency, and authorizing the coinage of 
silver dollars “ of the value of a Spanish milled dollar the same as 
is now current.” When the Bank of England suspended cash 
payments in 1797 and the scarcity of coin was very great, incidentally 
several millions of these Spanish coins held by the Bank were put 
into circulation in this country, after being countermarked at the 
Mint with a bust of George III or with the initials ‘“‘ G.R.” 

So much for the origin of the word dollar, on which the authorities 
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seem to be agreed. The origin of the dollar sign appears to be 
a far more mysterious and controversial matter, and the following 
observations are more in the nature of speculation than of fact. 
Even the Encyclopedia Americana does not appear to yield any 
information on the subject, but from other sources five main 
suggestions appear to have been made with regard to the derivation 
of this well-known sign :— 

(1) It is suggested that the dollar sign originated in a combina- 
tion of the initials “ U.S.”’ This is plausible, but as the union of 
the States did not take place until 1776 it is not likely that the 
derivation of the dollar sign would have been lost sight of if its 
inception had been so comparatively recent. 

(2) Another suggestion is that the dollar sign derives from a 
modification of the figure 8, as it appears that the Spanish dollar 
or piece of eight was formerly indicated by the character “8 — 8,” 
and it is easy to imagine how such a modification could have come 
about. This suggestion is quite a possibility. 

(3) A further explanation which has been offered is that the 
dollar sign is a form of ‘ H.S.”’ which marked a Roman monetary 
unit. In 269 B.c. the Romans instituted a silver coinage of which 
one of the chief pieces was the sestertius worth 2} asses. The 
Roman sign for 2§ was 11S, i.e. 11 plus S(emis), and this with a 
ligature across is the usual abbreviation for sestertius. By super- 
imposing the S on the two vertical strokes the dollar sign is obtained. 
While this explanation is ingenious, it seems improbable that a 
young and forward-looking nation like the United States would 
go back into ancient history for its currency sign. 

(4) Yet another view is that the dollar sign derives from a 
se of P and S, employed in Spanish accounts to indicate 
‘peso,”’ or piece of eight. _ This theory is supported by Webster's 
Dictionary, which says: “ The origin of $ has been variously 
accounted for, but it has been shown (by Florian Cajori) from early 
manuscripts to be the result of evolution, independently in different 
places, or the Mexican sign Ps for pesos or piastres or pieces of eight, 
by lowering of the letter s upon the letter P. Written after numerals 
by Spanish Americans, and before numerals, like £, by English 
colonists, it was widely used before the adoption of the United States 
dollar in 1785.”’ Florian Cajori, by the way, was a Swiss-American 
mathematician who lived from 1859 to 1931 and attained some 
eminence, so that the opinion he expressed, no doubt based on 
considerable research, should carry g ‘eat weight. 

(5) The fifth suggestion which is offere d, and which appears more 
probable than any of the foregoing, asc tibes the origin ot the dollar 
sign to a device formerly appearing on the reverse of the old Spanish 
dollar. This device re presented the two Pillars of Hercules with 
a scroll round each, and the inscription ‘ Plus ultra.”” The Pillars 
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of Hercules was the name given by the ancients to two rocks flanking 
the entrance to the Mediterranean at the Strait of Gibraltar—Calpe 
and Abyla, now identified with Gibraltar and Ceuta respectively. 
The inscription “ Plus ultra ’’—‘‘ more beyond ”—indicated that 
Spain owned possessions beyond the Pillars of Hercules, and the 
allusion was to the Spanish-American colonies. The coins bearing 
this device were familiarly known as “ Pillar dollars,’ and they 
would undoubtedly be current in the Americas through Spanish 
influence, as mentioned earlier in this article. 

It is easy to imagine how, in evolving a sign to denote these 
coins, two vertical strokes could represent the Pillars of Hercules, 
with an “S” written through them to indicate the scroll, thus 
producing the well-known dollar sign of to-day. In support of this 
view the Dictionary of American English, compiled at the University 
of Chicago under the editorship of Sir William A. Craigie and 
James R. Hulbert, gives the following quotation from a_ book 
published in 1891 by one Welch, being his recollections of 1830-1840. 
He writes: ‘“‘ The Spanish or Mexican silver . . . was stamped 
on one side with what we suppose to be a. representation of the 
pillars of Hercules, and from which came the typical or arbitrary 
sign of the dollar mark $, which some suppose to be a monogram of, 
or a gerrymandered, U.S.” 

This fifth and last suggestion seems to ring true, and is offered 
by the writer as the most probable explanation. 


Books 


The Japanese “New Order” in Asia, by Paul Einzig (Macmillan, 
price ros. 6d.). Surprisingly little has hitherto been published 
about the methods adopted by Japan in exploiting the territories 
temporarily under her dominion. It was highly important that this 
gap should be filled, and most fitting that the task should be under- 
taken by Dr. Einzig, who has made a careful study of the Nazi 
““ New Order ”’ in Europe and has done as much as anybody in this 
country to expose that New Order for the fraud it is. Dr. Einzig 
points out that the very term ‘‘ New Order ”’ is itself a Japanese 
invention, and it is therefore not surprising to find a close similarity 
between the two systems, with the same cant about international 
division of labour as a cover for the subordination and exploitation 
of subject peoples. Even in matters of detail there are striking 
parallels, such as the aspiration to exalt Tokio into an international 
financial centre for the “‘ Co-Prosperity Sphere” and the use of 
clearing systems to extort goods without payment. Dr. Einzig has 
collected some extremely interesting material and is able to discuss 
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his subject from many different aspects. Of special interest to 
banking readers are the sections dealing with the development of 
banking in Japanese-occupied Asia and with the currency chaos 
that has brought a “new monetary disorder’ to this area. In 
Japan itself, a silent battle for power has been in progress between 
the Army and the leading banking families (notably Mitsui and 
Mitsubishi), which explains the rather curious opposition of the Tojo 
Government to the establishment of privately-owned Japanese 
banks in the conquered territories. With the same object of pre- 
venting the private banks from acquiring too much wealth and 
influence, the statutes both of the Bank of Manchukuo and of the 
Bank of Japan have been revised and their powers extended, while 
the Mitsui Bank and the Mitsubishi Bank have been induced to 
a with the two leading commercial banks, the Dai-Ichi 
Ginko and the Daikyku Ginko. All this makes very interesting 
reading, and the author is to be congratulated on this latest addition 
to the long list of his works. 


Obituary 


Sir John Caulcutt, K.C.M.G. 

British —* has suffered a heavy loss through the recent 
death of Sir John Caulcutt, K.C.M.G., best known as chairman of 
Barclays Bank (D.C. & O.), though he was a director also of Barclays 
Bank (France), Barclays Bank (Canada), the Eastern Bank and the 
Phoenix Assurance Co. Sir John was knighted in 1931 for his work 
in connection with the Export Credits Department and was created 
a K.C.M.G. in 1937 for his services to the Colonial Office and to the 
Colonies in connection with currency and banking problems. He 
had a long and exceptionally distinguished banking career which 
began when he entered the London and South Western Bank as 
long ago as 1891. When the foreign branch of this bank was formed 
in I91It he was appointed to be its first manager, while six years 
later he was appointed deputy general manager’s assistant. On 
the amalgamation with ee in the following year he became 
an assistant general manager of the combined institution. From 
1920 until 1926 he was a nani manager of Barclays Bank and 
on the formation of Barclays Bank (D.C. & Co.) in 1925 became 
general manager of that institution, being appointed to the board 
in the following year. He became deputy chairman in July, 1935, 
and chairman in October, 1937. Among his many public activities 
will be particularly remembered his work as deputy chairman 
of the Export Credits Advisory Committee from 1919 to 1939, and 
as chairman of the Export Credits Advisory Council formed in 
February, 1939. Sir John was President of the Institute of Bankers 
for the years 1935 to 1937 and Vice-President of the Royal Empire 
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CONDITIONS 


SIR CHARLES INNES ON THE OUTLOOK 


HE Fiftieth Annual General Meeting of 
the Mercantile Bank of India, Limited, 
was held on May 18 at Winchester 


House, Old Broad Street, London, E.( 

The following is an extract from the state 
ment by the Chairman, Sir Charles A. Innes, 
K.C.S.1L., C.1.F., on the report of directors and 
balance-sheet for the year ended December 31, 
1942, which has been circulated to share- 
holders 

The salient features of the balance-sheet are 
considerable increases in our cash and Govern 
ment securities coupled with decreases in bills 
and loans and advances. These features are 
partly due to the fact that all our branches 
in Burma and the Far East are out of action 
owing to the Japanese invasion, and that the 
field of our operations is now confined to India, 
Ceylon, and Mauritius Partly they reflect 
the changes brought about by war conditions 
in the trade which before the war the Eastern 
Exchange Banks used to finance 

The volume of that trade had been greatly 
diminished by the restrictions on imports and 
exports which shipping difficulties have 
necessitated, and the character and machinery 
of the trade have also changed. Before the war 
it was merchant trade and it was financed for 
the most part by bills of exchange These bills 
were bought by the Exchange Banks, and in 
normal times a large proportion of our funds is 
always on the water, that is, invested in bills 
transit by sea Now there 
except for goods 


against goods in 
is little shipping space 
required for the war effort, among which must 
mentioned the great staple 
Ceylon, and Mauritius, tea, 
rubber, and sugat 


especially be 
exports of India, 
jute, seeds, hides, 


SCARCITY OF COMMERCIAL BILLS 


\ll these are now purchased in bulk by the 
Supply Departments of his Majesty's Govern 
ment, and they are paid for in rupees in the 
country of export. Thus the commercial bill 

exchange has become , and, 
in present conditions exporters have less need 
for advances from the banks to finance the 
purchase, preparation, and storage of produce 
for export. I am making these remarks not in 
any spirit of complaint but purely by way of 
explanation 

The development I have mentioned is just 
one of the incidents of the war. But we may 
at least hope that it is merely a temporary 
phase It is not only the Exchange Banks 
that have been affected The skill and ex- 
perience acquired over many generations which 


scarce moreover, 


are employed in the delicate mechanism of the 
London discount market as well as in the 
London produce exchanges are not at present 
being fully used, and we may well hope that 
one of the objects of the Government's recon 
struction policy will be to restore the City 
of London to its former position of pre- 
eminence in the finance of international trade 


EXPANSION OF DEPOSITS 


There is also another reason for the increase 
in our cash and _ securities. The monthly 
statistics published by the Reserve Bank of 
India show that in August, 1939, just before 
the outbreak of war, current deposits with the 
Scheduled Banks averaged 123 crores and that 
the proportion of advances to all deposits was 
47 percent. In August, i942, current deposits 
had risen to 295 crores, and the proportion 
of advances to all deposits had dropped to 
21 percent. By the end of January, 1943, there 
had been a further increase of current deposits 
to 351 The fact is that for reasons 
which must be plain to all who know India 
the Government of India have not found it 
possible to exercise the same control over 
prices and profits as has been applied in this 
country 


crores 


Large profits are being made and the level 
of taxation though high is not as high as in 
this country. Thus savings are accumulating 
at a rapid rate. The implications of this fact 
for the future are obvious. Industrial develop- 
ment has made rapid strides in India during 
the war and, provided that the savings are 
not now dissipated in unsound ventures, there 
should be ample capital resources for further 
advance after the war In the meantime, for 
lack of suitable commercial or industrial out- 
let, the money is placed in current account 
with the banks 
SATISFACTORY IN THE 
CIRCUMSTANCES 


RESULTS 


In the light of these remarks it is not a 
matter for surprise that the profit shown in 
the profit and loss account, namely, £131,916, 
is less than in the previous year. Indeed, it 
is satisfactory that in all the circumstances 
the decline was not greater, especially as our 
working expenses in the East have been in- 
creased, not only by the allowances we are 
making to our interned officers, but also by 
cost of living allowances to the local staff in 
branches that are still working 
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Society since 1938. He was chairman of the Banking Committee 
appointed by the Colonial Office in 1935, whose deliberations resulted 
in the establishment of the new central bank for Ceylon. 
Col. Sir Robert Williams, Br. D.L. 
The death of Col. Sir Robert Williams, Bart., D.L., a former 
director of the Wilts and Dorset Banking Co. and a member since 
1914 of Lloyds Bank Salisbury Committee, is announced with regret. 


Appointments and Retirements 


Mr. |. J. Pitman 

Mr. I. J. Pitman, a director of the Bank of England, has been 
appointed Director of Organization and Methods in the Treasury. 
Mr. Pitman, who is 41, is a grandson of the late Sir Isaac Pitman 
and chairman and managing director of Sir Isaac Pitman and Sons. 
or the past three vears he has been engaged on administrative 
duties in the Air Ministry. 

Sir Charles Lidbury 

Sir Charles Lidbury has been elected President of the Institute of 
Bankers for a fifth year. 
astern Bank 

Sir Harold Snagge, whose photograph appears as frontispiece, 
has accepted a seat on the board of the Eastern Bank. Sir Harold 
is a director of Barclays Bank, Barclays Bank (Dominion, Colonial 
and Overseas), the Atlas Assurance and other companies. He is a 
son of the late Judge Sir Thomas William Snagge, K.C.M.G., D.L., 
and was educated at Eton and at New College, Oxford. He was 
Director and Secretary (unpaid) of the Ministry of Information in 
1918, and in recognition of his services in that capacity, he was 
appointed a Knight Commander of the Order of the British Empire. 
North of Scotland Bank 

Mr. Harvey H. Smith, who has been general manager of the North 
of Scotland Bank (affiliated with the Midland Bank) for the past 
twenty-one years, has retired. Mr. George L. Webster, manager of 
the Midland Bank, Oldham, has been appointed his successor. Mr. 
Webster commenced his banking career with the North of Scotland 
Bank, Edinburgh, in 1913, and subsequently attained experience in 
Glasgow and in the Head Office of that bank in Aberdeen. In 1925 
he left the North of Scotland for the Midland Bank, in which he 
saw service in Liverpool, Manchester, Blackpool and London. Mr. 
Webster has travelled widely throughout the world. 
Barclays Bank (D. C. & O.) 

Sir William M. Goodenough, Bart., Xeputy Chairman of Barclays 
Bank (D. C. & O.) has ‘been elected Chairman of the Bank in 
succession to the late Sir John Caulcutt, K.C.M.G. 





‘Over 200 | BANK OF NEW ZEALAND 


Branches a ae 
HEAD OFFICE - WELLINGTON, NEW ZEALAND 


and CAPITAL and RESERVES . £10,299,315 


A ences He The Bank of New Zealand has the largest and most compre- 
: hensive banking organisation in the Dominion of New 


in Zealand, and in addition Branches at Sydney, Melbourne, 
. Suva (Fiji) and Apia (Samoa). 
NE W Traders and Travellers are especially invited to make use of 
the facilities and information available at the 


ZEALAND London Office: 1, QUEEN VICTORIA STREET, E.C.4 
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The Largest British VALUATIONS 


Mutual Life Office 


MADE 
FOR ALL 
PURPOSES 


Assets Exceed ait ® = 


£135,000,000 





[ORDAN & SONS 
AUSTRALIAN MUTUAL ||| ?~ Siem 


PROVIDENT SOCIETY 


i 9 ir retrati 
Established 1849 in Australia Compant Registration 
73-76 KING WILLIAM ST., LONDON, E.¢.4 Agents 
Wartime Address : 


TARNMOOR, © HINDHEAD, 116 Chancery Lane, London, W.C.2 
SURREY : 


28a Mostyn Street, Llandudno 








| TO BANK MANAGERS 


COINS AND MEDALS often represent 


unsuspected assets 


To safeguard the interests of your customers consult the leading 
authority to ascertain true values 


SPINK & SON. LTD. 
EST. 1772 


5,6 and 7 King Street, 
St. James’s, LONDON, S.W.1 





PHILIP HILL & PARTNERS 


LIMITED 





DIRECTORS: 
PHILIP ERNEST HILL, Chatrman and Managing Director 
IR EDWARD M. MOUNTAIN, Barr., Vice-Chairman 
J. STANLEY HOLMES, M.P 
HUBERT A. MEREDITH Assistant Managing Director 
LOUIS NICHOLAS 


Issues of Capital undertaken 


for established businesses. 


KINGSBURY THOUSE, 
KING STREET, ST. JAMES’s 
LONDON, S.W.1 


WHITEHALL 5857 (3 LINES) 
HILBERMARL, PICCY, LONDON 








